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MONDAY, MARCH 23, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:03 a.m., Senator A. 
Willis Robertson (chairman), presiding. 

Present: Senators Robertson, Frear, Douglas, Proxmire, and 
Muskie. 

The CuHarrman. The committee will please come to order. 

We are opening hearings today on 8. 1120, which I introduced for 
Senator Fulbright, Senator Capehart, and myself, and S. 860, which 
Ww : introduced by Senator Proxmire. 

. 1120 and S. 860 would both authorize the Federal Reserve Board 
to Paha member banks to include all or part of their vault cash hold- 
ings in their required reserves. S. 1120, in addition, would change 
the reserve requirements for demand deposits of central reserve city 
banks from the present range of 13 to 26 percent to a range of 10 to 
20 percent, the same range applicable to reserve city banks. And S. 
1120 would also give the Board more flexible authority to permit in- 
dividual member banks in central reserve or reserve cities to carry 
reserves at the lower requirement levels currently applicable to reserve 
city or country banks. 

The Federal Reserve Board proposed these amendments, and the 
Comptroller of the Currency and the Federal Deposit Insurance 
Corporation have supported them. 

Without objection, I would like to insert in the record at this point 
a copy of each bill; 

Section 19 of the Federal Reserve Act ; 

Copies of the statements which Senator Proxmire and I made when 
introducing the bills; 

A copy ‘of the letter dated January 22, 1959, from the Board of 
Governors of the Federal Reserve System recommending the bill 
which became 8. 1120 and a brief explanation of it; 

A copy of a report from the Federal Deposit Insurance Corporation 
on S. 1120, and a report from the Treasury Department, also on S. 
1120; 

Copies of reports from the Board of Governors of the Federal Re- 
serve System, Federal Deposit Insurance Corporation, and the Treas- 
ury Department, all on S. 860; and 

A copy of a letter from the Association of Registered Bank Holding 
Companies. 

Without objection, I should also like to insert in the record at this 
point a copy of a letter from Hon. John J. McCloy, chairman of the 
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board of directors of the Chase Manhattan Bank, recommending that 
the classification of central Reserve cities be eliminated. 
(The material referred to follows:) 


{S. 860, 85th Cong., 1st sess. ] 


A BILL To amend section 19 of the Federal Reserve Act with respect to the use of vault 
eash holdings as required reserves against deposits 


Be it enacted by the Senate and House of Representatives of the United States 
of America in. Congress assembled, That section 19 of the Federal Reserve Act, 
as amended, is further amended by adding after the fifth paragraph the following 
new paragraph: 

“Notwithstanding the other provisions of this section, the Board of Governors, 
under such regulations as it may prescribe, may permit member banks to count 
all or part of their currency and coinage as reserves required under this section.” 


{S. 1120, 86th Cong., 1st sess. ] 


A BILL To amend section 19 of the Federal Reserve Act with respect to the reserves 
required to be maintained by member banks of the Federal Reserve System against 
deposits 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 19 of the Federal Reserve Act, 
as amended, is further amended by striking out the provisos in the fourth and 
fifth paragraphs of such section, lettered (b) and (c), respectively (U.S.C., title 
12, sec. 462), by changing the colon in each such paragraph to a period, and by 
adding after such fifth paragraph the following: 

“Notwithstanding the other provisions of this section— 

“(1) the Board of Governors, under such regulations as it may prescribe, 
may permit member banks to count all or part of their currency and coin as 
reserves required under this section ; and 

“(2) a member bank in a reserve city may hold and maintain the reserve 
balances specified in paragraph (a) above and a member bank in a central 
reserve city may hold and maintain the reserve balances specified in para- 
graph (a) or (b) above, if permission for the holding and maintaining of 
such lower reserve balances is granted by the Board of Governors of the 
Federal Reserve System, either in individual cases or under regulations of 
the Board, on such basis as the Board may deem reasonable and appropriate 
in view of the character of business transacted by the member bank.” 

Sec. 2. (a) The fifth paragraph of section 19 of the Federal Reserve Act, let- 
tered (c) (U.S.C., title 12, sec. 462), is amended by striking out the word 
“thirteen” in such paragraph and substituting in lieu thereof the word “ten”. 

(b) The sixth paragraph of section 19 of the Federal Reserve Act (U.S.C., 
title 12, sec. 462b) is amended by striking out the words ‘‘on the date of enactment 
of the Banking Act of 1935”. 


FEDERAL RESERVE Act, SECTION 19, BANK RESERVES 
(Annotated by Federal Reserve Board Staff) 


1. Definitions of terms 

Sec. 19. The Board of Governors of the Federal Reserve System is authorized, 
for the purposes of this section, to define the terms “demand deposits’, “gross 
demand deposits’, “deposits payable on demand”, “time deposits”, “savings de- 
posits”, and “trust funds”, to determine what shall be deemed to be a payment of 
interest, and to prescribe such rules and regulations as it may deem necessary 
to effectuate the purposes of this section and prevent evasions thereof : Provided, 
That, within the meaning of the provisions of this section regarding the reserves 
required of member banks, the term “time deposits” shall include “savings 
deposits.” 

[U.S.C., title 12, see. 461. As amended by Act of June 21, 1917 (40 Stat. 230), which 
completely revised this section; and by Act of August 23, 1935 (40 Stat. 714).] 





MEMBER BANK RESERVE REQUIREMENTS 


2. Amount of reserves required 


Every bank, banking association, or trust company which is or which becomes 
a member of any Federal reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows: 

[U.S.C., title 12, sec. 462. As amended by Act of June 21, 1917 (40 Stat. 239), which 
completely revised this section. ] 


3. Banks not in reserve or central reserve cities 

(a) If not in a reserve or central reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate amount of 
its demand deposits and three per centum of its time deposits. 


[U.S.C., title 12, sec. 462. As amended by Act of June 21, 1917 (40 Stat. 239), which 
completely revised this section. } 


4, Reserve city banks 


(b) If in a reserve city, as now or hereafter defined, it shall hold and maintain 
with the Federal reserve bank of its district an actual net balance equal to not 
less than ten per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, That if located in the 
outlying districts of a reserve city or in territory added to such a city by the 
extension of its corporate charter, it may, upon the affirmative vote of five mem- 
bers of the Board of Governors of the Federal Reserve System, hold and main- 
tain the reserve balances specified in paragraph (a) hereof. 

[U.S.C., title 12, see. 462. As amended by Act of August 15, 1914 (38 Stat. 691): by 


Act of June 21, 1917 (40 Stat. 239), which completely revised this section; and by Act 
of September 26, 1918 (40 Stat. 970).] 


5. Central reserve city banks 


(c) If in a central reserve city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of its district an actual net balance 
equal to not less than thirteen per centum of the aggregate amount of its 
demand deposits and three per centum of its time deposits: Provided, however, 
That if located in the outlying districts of a central reserve city or in territory 


added to such city by the extension of its corporate charter, it may, upon the 
affirmative vote of five members of the Board of Governors of the Federal 
Reserve System, hold and maintain the reserve balances specified in paragraph 
(a) or (b) thereof. 

[U.S.C., title 12, sec. 462. As amended by Act of August 15, 1914 (38 Stat. 691); by 


Act of June 21, 1917 (40 Stat. 239), which completely revised this section; and by Act of 
September 26, 1918 (40 Stat. 970).] 


6. Change of reserve requirements 


Notwithstanding the other provisions of this section, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four 
of its members, in order to prevent injurious credit expansion or contraction, 
may by regulation change the requirements as to reserves to be maintained 
against demand or time deposits or both (1) by member banks in central reserve 
cities or (2) by member banks in reserve cities or (3) by member banks not in 
reserve or central reserve cities or (4) by all member banks; but the amount 
of the reserves required to be maintained by any such member bank as a result 
of any such change shall not be less than the amount of the reserves required 
by law to be maintained by such bank on the date of enactment of the Banking 
Act of 1935 nor more than twice such amount. 

[U.S.C., title 12, sec. 462b. As added by Act of May 12, 1933 (48 Stat. 54) ; amended 
by Acts of August 23, 1935 (49 Stat. 706): July 7, 1942 (36 Stat. 648). By Act of 
August 16, 1948 (62 Stat. 1291). a new paragraph was added which authorized the Board 
to change reserve requirements by increasing the prescribed percentages to not more than 
7% percent against time deposits, or 30 percent, 24 percent, and 18 percent, against de- 
mand deposits of banks located in central reserve cities, reserve cities and other places, 
respectively : but this authority by its terms expired June 30, 1949.] 


7. Member banks making security loans for others 


No member bank shall act as the medium or agent of any nonbanking 
corporation, partnership, association, business trust, or individual in making 
loans on the security of stocks, bonds, and other investment securities to brokers 
or dealers in stocks, bonds, and other investment securities. Every violation 
of this provision by any member bank shall be punishable by a fine of not more 
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than $100 per day during the continuance of such violation; and such fine may 
be collected, by suit or otherwise, by the Federal reserve bank of the district 
in which such member bank is located. 


[U.S.C., title 12, sec. 374a. As added by Act of June 16, 1933 (48 Stat. 181).] 


8 Deposits with, and discounts for, nonmember banks 


No member bank shall keep on deposit with any State bank or trust company 
which is not a member bank a sum in excess of ten per centum of its own paid-up 
capital and surplus. No member bank shall act as the medium or agent of a 
nonmember bank in applying for or receiving discounts from a Federal reserve 
bank under ‘the* provisions of this Act, except by permission of the Board of 
Governors of the Federal Reserve System. 

[U.S.C., title 12, sees. 374, 462. As reenacted without change by Act of August 15, 
1914 (38 Stat. 692); and amended by Act of June 21, 1917 (40 Stat. 239), which com- 
pletely revised this section. ] 


9. Checking against and withdrawal of reserve balance 

The required balance carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be prescribed 
by the Board of Governors of the Federal Reserve System, be checked against 
and withdrawn by such member bank for the purpose of meeting existing 
liabilities. 

[U.S.C., title 12, sec. 464. As reenacted without change by Act of August 15, 1914 (38 


Stat. 692) ; and amended by Act of June 21, 1917 (40 Stat. 239), which completely revised 
this section ; and further amended by Act of July 7, 1942 (56 Stat. 643).] 


10. Deductions in computing reserves 


In estimating the reserve balances required oy this Act, member banks may 
deduct from the amount of their gross demand deposits the amounts of balances 
due from other banks (except Federal Reserve banks and foreign banks) and 

cash items in process of collection payable immediately upon presentation in 
the United States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System. 

[U.S.C., title 12, sec. 465. As amended by Act of August 15, 1914 (38 Stat. 692): by 
Act of June 21, 1917 (40 Stat. 240), which completely revised this section; and by Act 
of August 23, 1935 (49 Stat. 714).] 

11. Banks in Alaska, dependencies, and insular possessions as member banks; 
reserves 

National banks, or banks organized under local laws, located in Alaska or 
in a dependency or insular possession or any part of the United States outside 
the continental United States may remain nonmember banks, and shall in that 
event maintain reserves and comply with all the conditions now provided 
by law regulating them; or said banks may, with the consent of the Board of 
Governors of the Federal Reserve System, become member banks of any one 
of the reserve districts, and shall in that event take stock, maintain reserves, and 
be subject to all the other provisions of this Act. 

[U.S.C., title 12, sec. 466. As reenacted without change by Act of August 15, 1914 (38 
Stat. 692) ; and amended by Act of June 21, 1917 (40 Stat. 240), which completely revised 


this section. In effect, repealed as to national banks in Alaska by amendment of Act of 
July 7, 1958, to section 2 of Federal Reserve Act.] 


12. Interest on demand deposits 

No member bank shall, directly or indirectly, by any device whatsoever, pay 
any interest on any deposit which is payable on demand: Provided, That nothing 
herein contained shall be construed as prohibiting the payment of interest in 
accordance with the terms of any certificate of deposit or other contract entered 
into in good faith which is in force on the date on which the bank becomes sub- 
ject to the provisions of this paragraph; but no such certificate of deposit or 
other contract shall be renewed or extended unless it shall be modified to con- 
form to this paragraph, and every member bank shall take such action as may 
be necessary to conform to this paragraph as soon as possible consistently with 
its contractual obligation: Provided further, That this paragraph shall not 
apply to any deposit of such bank which is payable only at an office thereof 
located outside of the States of the United States and the District of Columbia: 
Provided further, That until the expiration of two years after the date of enact- 
ment of the Banking Act of 1935 this paragraph shall not apply (1) to any 
deposit made by a savings bank as defined in section 12B of this Act. as 
amended, or by a mutual savings bank, or (2) to any deposit of public funds 
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made by or on behalf of any State, county, school district, or other subdivision 
or municipality, or to any deposit of trust funds if the payment of interest with 
respect to such deposit of public funds or of trust funds is required by State 
law. So much of existing law as requires the payment of interest with respect 
to any funds deposited by the United States, by any Territory, District or 
possession thereof (including the Philippine Islands), or by any public in- 
strumentality, agency, or officer of the the foregoing, as is inconsistent with the 
provisions of this section as amended, is hereby repealed. 

[U.S.C., title 12, sec. 37la. As added by Act of June 16, 1933 (48 Stat. 181); and 
amended by Act of August 23, 19385 (40 Stat. 714). The Banking Act of 1935, referred to 
in this paragraph, was approved August 23, 1935. Sec. 12B was withdrawn and enacted 
as a separate Act of September 21, 1950; for definition of ‘‘savings bank’ under the Act, 
see U.S.C., title 12, sec. 1813(g).] 


13. Interest on, and payment of, time and savings deposits 


The Boad of Governors of the Federal Reserve System shall from time to 
time limit by regulation the rate of interest which may be paid by member 
banks on time and savings deposits, and shall prescribe different rates for such 
payment on time and savings deposits having different maturities, or subject 
to different conditions respecting withdrawal or repayment, or subject to 
different conditions by reason of different locations, or according to the varying 
discount rates of member banks in the several Federal Reserve districts. No 
member bank shall pay any time deposit before its maturity except upon such 
conditions and in accordance with such rules and regulations as may be pre- 
scribed by the said Board, or waive any requirement of notice before payment 
of any savings deposit except as to all savings deposits having the same re- 
quirement: Provided, That the provisions of this paragraph shall not apply to 
any deposit which is payable only at an office of a member bank located outside 
of the States of the United States and the District of Columbia. 

[U.S.C.. title 12, see. 371b. As added by Act of June 16, 1933 (48 Stat. 182); and 
amended by Act of August 23, 1938 (49 Stat. 714).] 

14. Reserves against deposits of public moneys 

Notwithstanding the provisions of the First Liberty Bond Act, as amended, 
the Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, as 
amended, member banks shall be required to maintain the same reserves against 
deposits of public moneys by the United States as they are required by this 
section to maintain against other deposits: Provided, That until six months 
after the cessation of hostilities in the present war as determined by procla- 
mation of the President or concurrent resolution of the Congress no deposit 
payable to the United States by any member bank arising solely as the result 
of subscriptions made by or through such member bank for United States Gov- 
ernment securities issued under authority of the Second Liberty Bond <Aet, 
as amended, shall be subject to the reserve requirements of this section. 

[U.S.C., title 12, sec. 462a-1. As added by Act of August 23, 1935 (49 Stat. 715) ; 
amended by Act of April 13, 1943 (57 Stat. 65), which added the proviso. For provisions 
of the Liberty Bond Acts, referred to in this paragraph, see Appendix, p. 152, ‘“‘Cessation 


of hostilities’’ was proclaimed (Proclamation No. 2714) by the President on December 
31, 1946.] 


STATEMENT BY SENATOR A. WILLIS ROBERTSON, CHAIRMAN, SENATE COMMITTEE 
ON BANKING AND CURRENCY, ON INTRODUCTION OF 8S. 1120 


I introduce a bill to amend the provisions of the Federal Reserve Act concern- 
ing member bank reserves. This bill was proposed by the Board of Governors 
ot the Federal Reserve System. 

The bill would make three changes in present law: (1) It would authorize 
the Federal Reserve Board to permit member banks to include all or part of 
their vault cash holdings in their required reserves: (2) it would change the 
reserve requirement for demand deposits of central Reserve city banks from the 
present range of 13 to 26 percent to a range of 10 to 20 percent, the same 
range as Reserve city banks; and (8) it would give the Board more flexible 
authority to permit individual member banks in central Reserve or Reserve 
cities to carry reserves at the lower requirement levels specified for Reserve 
city or country banks. 

The Federal statutes relating to bank reserves have been the subject of 
discussion for many years. There have been numerous changes in these pro- 


















































6 MEMBER BANK RESERVE REQUIREMENTS 


visions, reflecting changing needs and circumstances. 
the law come largely from the Banking Act of 1935. 

Under the National Bank Act, before the establishment of the Federal Reserve 
System, bank reserves were considered important primarily from the point of 
view of liquidity, to provide cash for depositors who wished to withdraw funds. 
The National Bank Act provided a pyramidal system under which banks in 
three central cities were required to keep a cash reserve equal to 25 percent 
of their deposits. Banks in 47 Reserve cities were required to keep reserves 
equal to 25 percent of their deposits, half in cash, while half might either be 
in cash or on deposit in central Reserve city banks. Country banks were required 
to keep reserves equal to 6 percent of deposits in the form of vault cash, and 
an additional amount equal to 9 percent of the deposits either as vault cash or 
on deposit with Reserve city or central Reserve city banks. 

The reports of the two Banking and Currency Committees at the time of 
the enactment of the Federal Reserve Act expressed great dissatisfaction with 
this pyramidal reserve system and attributed to it a major part of the blame 
for the repeated financial crises suffered by the country. 

Under the Federal Reserve Act, member banks were required after a period 
of transition to keep all of their reserves in the Federal Reserve bank for the 
appropriate district. The amount of these reserves was specified in the act, 
as amended in 1917, as 3 percent for time deposits. For demand deposits, the 
act specified 7 percent for country banks, 10 percent for Reserve city banks, 
and 13 percent for central Reserve city banks. The Federal Reserve Board 
could designate the central Reserve and Reserve cities, and in addition could, 
by a 1918 amendment, lower the reserve chassification of individual member 
banks in central Reserve and Reserve cities. 

By emergency provisions in the Banking Act of 1933, and by general authority 
in the Banking Act of 1935, the Federal Reserve Board was given power to vary 
these reserve requirements. The Banking Act of 1935 authorized the Board 
to set reserve requirements from time to time within the following limits, in 
order to prevent injurious credit expansion or contraction : 
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This authority to raise or lower reserve requirements gave the Federal 
Reserve Board a major new device to carry out monetary policy. 

At the present time, the reserve requirements, and especially the authority 
of the Board to change the requirements within the statutory bounds, are con- 
sidered of relatively little significance from the point of view of liquidity, and 
of primary significance as a device to control credit and to effectuate monetary 
policy. The original significance of the central Reserve and Reserve cities 
under the National Bank Act, is entirely gone. 

It is appropriate, therefore, to review section 19 of the Federal Reserve Act, 
in the light of the primary function of the reserve requirements as a measure 
of monetary policy. The principal factors in this review should be those 
covered by this bill—use of vault cash to meet reserve requirements: closer 
coordination of the central Reserve and Reserve city reserve requirements ; and 
greater flexibility in handling exceptional banks in central Reserve and Reserve 
cities. 





STATEMENT BY SENATOR WILLIAM PROXMIRE, SENATE COMMITTEE ON BANKING 
AND CURRENCY, ON INTRODUCTION OF BK. 860 
















AMENDMENT OF FEDERAL RESERVE ACT, RELATING TO USE OF VAULT CASH HOLDINGS 
Mr. Proxmtre. Mr. President, I introduce a bill which would authorize the 
Board of Governors of the Federal Reserve System to permit member hanks to 
include in their required reserves all or part of their vault cash holdings, in 
addition to their balances with Federal Reserve banks. 

This proposal was recommended by the Board of Governors of the Federal 
Reserve System a year ago and was included in the amendments proposed in 
S. 3608, 85th Congress. However, no action was taken on the bill. 
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Before the Federal Reserve System was established, vault cash was the final 
reserve of the banking system, since it alone was available to meet cash with- 
drawals. The Federal Reserve banks, however, have been empowered to grant 
additional reserves or cash when needed. Vault cash holdings and reserve bal- 
ances at the Reserve banks are interchangeable and both serve the same purpose 
in influencing the volume of bank credit. Accordingly, both should equally be 
counted as reserves. 

Counting of vault cash as reserves would have other advantages: It would 
encourage the holding by member banks of larger stocks of currency that would 
be available over widely dispersed areas for use in a national emergency. This 
amendment would make it possible to release more than $2 billion of reserves 
for all member banks. Country banks in the aggregate hold nearly $1.3 billion 
of vault cash, amounting to almost 4 percent of their net demand deposits, or 
about one-fourth of their present required reserves. Reserve city banks, as 
a group, have vault cash holdings amounting to 1.7 percent of net demand 
deposits, or less than one-tenth of their total required reserves. The vault cash 
holdings of many large city banks, however, including most central Reserve city 
banks, amount to 1 percent or less of their net demand deposits and a small 
fraction of their required reserves. 

In view of these differences between the vault cash holdings of different 
classes of banks, and between different banks, an automatic change to permit 
counting vault cash holdings as reserves would have an unduly upsetting effect. 
Accordingly, the proposed bill authorizes the Federal Reserve System to permit 
banks to count all or part of their currency and coinage as reserves. 


BoarRD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, D.C., January 22, 1959. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: During the 2d session of the 85th Congress you intro- 
duced the bill, S. 3608, to amend section 19 of the Federal Reserve Act with 
respect to the reserves required to be maintained by member banks of the Federal 
Reserve System against deposits. The text of the bill was identical with a 
draft of bill which had been prepared at the Board and which I supplied to you. 

The Board continues to believe that enactment of legislation of this kind would 
be highly desirable, and, accordingly, hopes that you will reintroduce the pro- 
posal in this session of the 86th Congress. Enclosed is an explanatory statement 
concerning the proposal similar to the explanatory statement supplied to you 
last year with the Board’s draft of bill, a copy of which is also enclosed. 

The Board would be most grateful if, following its introduction, the bill would 
be the subject of consideration by your committee as soon as convenient. I 
assure you that the Board and its staff are prepared to be of all possible assist- 
unce to you aud your committee and to supply further information and explana- 
tion as to reasons for and possible effects of the proposed amendments. 

A similar letter is being sent to the chairman of the Banking and Currency 
Committee of the House. 

Sincerely yours, 
Wa. McC. Martin, Jr. 


EXPLANATION OF PROPOSED LEGISLATION FOR REVISION OF RESERVE 
REQUIREMENTS 


The Board of Governors of the Federal Reserve System is proposing to Con- 
gress three changes in existing law concerning reserve requirements of member 
banks. The proposed amendments would: 

(1) Authorize the Board to permit member banks to include in their required 
reserves all or part of their vault cash holdings, in addition to balances with 
Federal Reserve banks. 

(2) Authorize the Board to fix the reserve requirements for demand deposits 
of central Reserve City banks within a range of 10 to 20 percent, instead of the 
present authorized range of 13 to 26 nercent. (For other classes of deposits at 
member banks, the ranges within which the Board is authorized to fix the require- 
ments would remain as at present. ) 
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(3) Make more flexible the Board’s authority to permit individual member 
banks in central Reserve or Reserve cities to carry reserves at the lower require- 
ment level specified for Reserve city or for country banks. 

Purposes of these proposals may be briefly summarized as follows: 

(1) The counting of vault cash as reserves would correct a generally rec- 
ognized inequity that now exists because many banks find it necessary for 
operating purposes to hold larger amounts of vault cash than do other banks. 
Since vault cash holdings and reserve balances at the Reserve banks are 
interchangeable and both serve the same purpose in influencing the volume 
of bank credit, they should both be counted as reserves. Counting of vault 
sash as reserve§ would also have collateral advantages, such as reducing the 
costs. of transporting and handling currency and facilitating the holding by 
member banks of larger stocks of currency that would be available over widely 
dispersed areas for use in a national emergency. 

Such a provision would make possible the release of over $2 billion of 
reserves for all member banks. Country banks in the aggregate hold nearly 
$1.3 billion of vault cash, amounting to nearly 4 percent of their net demand 
deposits or about a fourth of their present required reserves, while Reserve 
city banks as a group have vault cash holdings amounting to 1.7 percent of 
net demand deposits or less than a tenth of their total required reserves. The 
vault cash holdings of many large city banks, however, including most central 
Reserve city banks, amount to 1 percent or less of their net demand de- 
posits and but a small fraction of required reserves. Thus this provision taken 
alone would not only add greatly to the total supply of reserves but would 
also have the effect of widening and distorting existing differentials in reserve 
requirements as between classes of banks. It would, therefore, be neces- 
sary to put these changes into effect gradually and to accompany them by part- 
ly offsetting adjustments in the reserve requirement percentages. 

(3) Under the present law. by reclassifying cities or by abolishing clas- 
sifications and also by changing requirements, the Board has legal author- 
ity to alter differentials in requirements as between the broad classifications 
of member banks. By using this authority any undue distinctions between 
classes of banks may be gradually reduced. If vault cash holdings are per- 
mitted to be counted as reserves, it would have the effect of lowering the re- 
quired reserves of each class of bank, but particularly of country and of many 
Reserve city banks, where vault cash holdings are relatively large. The Board 
consequently is proposing no change in the percentage requirements as now 
stated in the law for these two classes of banks—7 to 14 percent and 10 to 20 
percent, respectively, against net demand deposits. 

It is proposed, however, that permissible requirements for central Reserve 
city banks be lowered to the 10 to 20 pereent range authorized for Reserve city 
banks. A maximum requirement of 20 percent against net demand deposits 
for any bank or class of banks is believed to be adequate for any purpose under 
present or prospective conditions. - While this amendment would retain au- 
thority for keeping three classes of banks with differential requirements against 
demand deposits, it would make possible narrower differentials as between 
classes of banks. 

(3) Under existing law individual member banks, upon an affirmative vote of 
five members of the Board, can be permitted to carry lower requirements if they 
are located in the outlying districts of central Reserve or Reserve cities. This 
provision permits the Board to alleviate inequities which arise when banks 
located in such outlying districts are predominantly engaged in business that is 
similar to that of banks with a lower reserve classification. It does not, how- 
ever, permit the Board to bring equivalent relief to such banks if they are 
located in the central districts of Reserve and central Reserve cities. The 
amendment proposed would permit adoption of more rational criteria for ex- 
empting individual banks from the higher requirements than can be used under 
existing law and thereby make possible elimination of some existing inequities. 
These actions could be taken by a majority of a quorum of the Board. 

With the amendments proposed, along with other provisions of existing law, 
the Board would have adequate authority to make any changes in the structure 
and level of reserve requirements that are likely to be appropriate under present 
or prospective conditions. Legislative authority with respect to both the level 
and structure of reserve requirements for member banks should be sufficiently 
flexible to enable adjustments to be made in a manner, in amounts, and at times 
that are consistent with the aims of monetary policy, with the international 
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position of the country, and with the maintenance of a sound and effectively 
functioning banking system. Existing law with the amendments proposed 
would permit moving gradually toward a more equitable and rational structure 
of reserve requirements and toward making in the course of time any changes 
in the level of reserve requirements, consistent with appropriate monetary policy 
and sound banking practices, that may be needed to meet the monetary and 
credit needs of a growing economy. 


A BILL To amend section 19 of the Federal Reserve Act with respect to the reserves 
required to be maintained by member banks of the Federal Reserve System against 
deposits 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 19 of the Federal Reserve Act, 
as amended, is further amended by striking out the provisos in the fourth and 
fifth paragraphs of such section, lettered (b) and (c), respectively (U.S.C., title 
12, sec. 462), by changing the colon in each such paragraph to a period, and by 
adding after such fifth paragraph the following: 

“Notwithstanding the other provisions of this section— 

“(1) The Board of Governors, under such regulations as it may prescribe, 
may permit member banks to count all or part of their currency and coin as 
reserves required under this section ; and 

“(2) A member bank in a Reserve city may hold and maintain the 
reserve balances specified in paragraph (a) above and a member bank ina 
central Reserve city may hold and maintain the reserve balances specified 
in paragraphs (a) or (b) above, if permission for the holding and main- 
taining of such lower reserve balances is granted by the Board of Governors 
of the Federal Reserve System, either in individual cases or under regula- 
tions of the Board, on such basis as the Board may deem reasonable and 
appropriate in view of the character of business transacted by the member 
bank.” 

Sec. 2. (a) The fifth paragraph of section 19 of the Federal Reserve Act, let- 
tered (c) (U.S.C., title 12, sec. 462), is amended by striking out the word 
“thirteen” in such paragraph and substituting in lieu thereof the word “ten”. 


(b) The sixth paragraph of section 19 of the Federal Reserve Act (U.S.C., 
title 12, sec. 462b) is amended by striking out the words “on the date of enact- 
ment of the Banking Act of 1935”. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 


Washington, D.C., March 12, 1959. 
Hon. A. WiLLIs ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Deak MR. CHAIRMAN: You have requested the views of the Corporation in 
reference to S. 1120, a bill which you have introduced in behalf of yourself, 
Senator Fulbright and Senator Capehart, with respect to the reserve require- 
ments to be maintained by member banks of the Federal Reserve System against 
deposits. 

The issues involved in this legislative proposal have long been under discussion 
by the banking industry. There has been a general view that vault cash should 
be permitted to be included in reserve requirements. Similarly, the matter of 
reserve requirements for central Reserve city banks, Reserve city banks, and 
country banks has been given much attention by the bankers with many of 
them expressing a view that present legal requirements effect inequities in 
reserve requirements. The present proposal has the full approval of the Board 
of Governors of the Federal Reserve System who have studied the matter in- 
volved over a long period. The statements made by the Board of Governors 
indicate that the Board is fully aware of the impact on the economy of a de 
crease in the reserve requirements and it has indicated that it will discharge 
both the legal and administrative responsibility contemplated by the legislation 
with full appreciation of the direct and indirect effects that may result from 
an immediate displacement of present requirements. 

It is the view of the Corporation that the recommendations of the Board of 
Governors of the Federal Reserve System should be followed in this matter and, 
therefore, it is recommended that the proposal be enacted. 
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We have been advised by the Bureau of the Budget that it has no objection to 
the submission of this report. 


Sincerely yours, 


JESSE P. WoLcort, Chairman. 


TREASURY DEPARTMENT, March 20, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.8. Senate, Washington, D.C. 


My Dear Mg. CHAIRMAN: Reference is made to your letter of February 20, 1959, 
in which you request the views of this Department with respect to S. 1120, a 
bill to amend section 19 of the Federal Reserve Act with respect to the reserves 
required to be maintained by member banks of the Federal Reserve System 
against deposits. 

S. 1120 would amend section 19 of the Federal Reserve Act to authorize the 
3oard of Governors of the Federal Reserve System to permit member banks 
to count all or part of their currency and coin as part of their required reserves; 
to afford the Board greater flexibility in permitting individual banks in Reserve 
or central Reserve cities to carry lower reserve balances than those specified 
for banks generally which are located in Reserve or central Reserve cities: and. 
to authorize the Board to fix the reserve requirements for demand deposits of 
central Reserve city banks within a range of 10 to 20 percent instead of the 
present range of 13 to 26 percent. 

This Department regards as particularly desirable the portion of the proposed 
bill which would authorize the Board of Governors of the Federal Reserve 
System to permit member banks to count all or part of their currency and coin 
as part of their required reserves. We interpose no objection to the two re- 
maining portions of the bill which afford the Board increased flexibility to 
premit individual members in central reserve or Reserve cities to carry lower 
reserves, and which authorizes the Board to fix the reserve requirements for 
demand deposits of the central Reserve city banks within a range of 10 to 20 
percent. Accordingly, the Treasury Department favors enactment of the pro- 
posed legislation. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rogsins, 
Acting Secretary of the Treasury. 


BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 

Washington, D.C., March 6, 1959. 
Hon. A. WILLIS ROBERTSON, 

Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This is in response to your letter of February 3, 1959, 
requesting a report with respect to the bill, S. 860, to amend section 19 of the 
Federal Reserve Act with respect to the use of vault cash holdings as required 
reserves against deposits. 

This bill would amend section 19 of the Federal Reserve Act to authorize the 
Board of Governors by regulation to permit member banks to count all or part 
of their currency and coinage as reserves required to be maintained under that 
section. Such an amendment, along with certain other amendments to the 
reserve provisions of present law, was recommended by the Board in the last 
Congress and again recommended in my letter to Senator Fulbright of January 
22, 1959. The Board’s recommendations, however, have covered; not only a 
provision for counting vault cash, but also provisions under which (1) the 
Board would be authorized to permit individual member banks in any part of 
a Reserve or central Reserve city to carry reduced reserves on the basis of the 
character of their business and irrespective of geographic location, and (2) 
the maximum and minimum reserve percentages for central Reserve city banks 
would be fixed at 20 percent and 10 percent, instead of the present 26 percent 
and 13 percent. The reasons for these recommendations were set forth in 
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the explanatory statement enclosed with my letter to Senator Fulbright, of 
January 22,1959. <A copy of that statement is enclosed for convenient reference. 
(See Pp. 72 

The amendments proposed by the Board, including the vault cash amendment, 
were incorporated in the bill S. 1120 which was introduced by you on February 
19, 1959. The various features of those amendments are related to each other, 
and the Board believes it is desirable that they be considered together, rather 
than separately. Accordingly, the Board favors enactment of the bill S. 1120, 
rather than 8S. 860. 

Sincerely yours, 
Wa. McC, MARTIN, Jr. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
OFFICE OF THE CHAIRMAN, 


Washington, D.C., March 12, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeAR MR. CHAIRMAN: You have asked the views of the Corporation in ref- 
erence to S. 860, which is a bill to amend section 19 of the Federal Reserve Act 
with respect to the use of vault cash holdings as required reserves against 
deposits. 

We are today advising you that the Corporation favors the enactment of S. 
1120. the first paragraph of which is identical with the subject bill. 

While we express. no opposition to the single feature of the subject proposal, 
we do believe that consideration of the other matters proposed in 8. 1120 should 
receive favorable action by Congress. We would, therefore, favor the enact- 
ment of S. 1120 over S. 860. However, the Corporation would interpose no 
objection to the enactment of S. 860. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

Sincerely yours, 
JESSE P. Wotcort, Chairman. 


TREASURY DEPARTMENT, 


March 11, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of February 3, 
1959, in which you request the views of this Department with respect to S. 860, 
te amend section 19 of the Federal Reserve Act with respect to the use of vault 
cash holdings as required reserves against deposits. 

S. 860 would amend section 19 of the Federal Reserve Act to authorize the 
Board of Governors of the Federal Reserve System to permit member banks to 
count all or part of their currency and coin as part of their required reserves. 

This Department regards it as desirable that member banks should be per- 
mitted to include vault cash as part of required reserves to the extent permitted 
by regulations of the Board of Governors of the Federal Reserve System. Ac- 
cordingly, the Treasury Department favors enactment of the proposed 
legislation. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
JULIAN B. BaAIrp, . 
Acting Secretary of the Treasury. 


ASSOCIATION OF REGISTERED BANK HOLDING COMPANIES, 


Washington, D.C., March 20, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Senate Committee on Banking and Currency, Senate Office Building, 
Washington, D.C. 

DeAR Mr. CHAIRMAN: This is to advise you that the Association of Registered 

Bank Holding Companies favors the enactment of your bill, S. 1120, to amend 
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section 19 of the Federal Reserve Act in order to revise the reserve requirements 
of Federal Reserve member banks. 

The bill would authorize the Board of Governors of the Federal Reserve 
System: (1) to permit member banks to count vault cash as part of their 
required reserves; (2) to fix the reserve requirements of central reserve city 
banks within the same range as for reserve city banks; and (38) to fix lower 
reserve requirements for individual banks within central reserve or reserve 
cities based on the character of the individual bank’s business. 

These changes in the law would bring the reserve requirements more in line 
with modern-day banking conditions and would eliminate inequities that have 
developed arhont banks. Your bill would also give the Federal Reserve Board 
greater flexibility in the use of one of its most important tools for effectuating 
monetary policy. 

Section 19 of the Federal Reserve Act does not apply to bank holding com- 
panies themselves, but does apply to many of the banks affiliated with holding 
companies which are members of the Federal Reserve System. We believe that 
this bill will help promote sound monetary policy and is in the public interest. 
Therefore, we are happy to support the Federal Reserve Board’s recommenda- 
tions. 

I would appreciate your making this letter a part of the record of the public 
hearings on S. 1120. 

Very truly yours, 
JOSEPH H. COLMAN, 
President. 


THE CHASE MANHATTAN BANK, 
. New York, N.Y., March 18, 1959. 

Hon. A. Wriiis RoBertTson, 

Chairman, Senate Banking and Currency Committee, 

Senate Office Building, Washington, D.C. 


Dear SENATOR: We are writing in reference to S. 1120 (H.R. 5237) now pending 
before the Banking and Currency Committees of the Senate and House which 
would amend section 19 of the Federal Reserve Act relating to reserves against 
deposits required to be maintained by member banks of the Federal Reserve 
System. 

Under the existing provisions of section 19 of the Federal Reserve Act, 18 banks 
in New York City and 14 banks in Chicago, because of their classification by the 
Board of Governors as central reserve city banks, are required to maintain on 
deposit with their Federal. Reserve banks substantially higher reserves against 
demand deposits than other member banks in the country. Whatever the original 
basis for the designation of New York and Chicago as central reserve cities, we 
know of no reasonable or logical justification for the continuation of this dis- 
crimination. By sterilizing a substantial part of the resources of these banks, 
lending power that is needed for a growing economy and to finance trade and 
development among the free nations is curtailed. Moreover, since this dis- 
crimination applies only to banks located in New York and Chicago, these in- 
equitable reserve requirements are an economic detriment to those cities and 
to the growth of their business, commerce, and industry. We are informed by 
counsel that the Board of Governors of the Federal Reserve System has authority 
under the existing law to abolish this discrimination, but the Board of Governors 
has not elected to follow that course. In the circumstances it appears clear 
that this is a matter which should be acted upon by the Congress. 

New York and Chicago were classified, in 1887, as central reserve cities pur- 
suant to the National Bank Act and that classification was continued after the 
enactment of the Federal Reserve Act in 1913, although the principal reason for 
its existence (theretofore balances with correspondent banks counted as reserves) 
was no longer applicable. Moreover, since that classification was made, great 
changes have occurred throughout the country in the decentralization of industry, 
financial markets, and bank deposits. Nevertheless. only New York and Chicago 
are Classified as central Reserve cities despite the financial growth and develop- 
ment of such major financial centers as San Francisco, Los Angeles, Pittsburgh, 
Detroit, Boston, Philadelphia, and Dallas, as is reflected in the size of banking 
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institutions located in such centers. We do not advocate that these other finan- 
cial centers be classified as central reserve cities, but rather that the discrimi- 
nation against New York and Chicago be removed. A requirement that banks 
in New York and Chicago maintain higher reserves against demand deposits 
than is required of important banks in other major financial centers contributes 
little to bank liquidity or to the effectiveness of credit control by the monetary 
authorities. 


We believe that the two bills now pending before the Banking and Currency 
Committees of the Senate and House afford an appropriate opportunity to remedy 
this unreasonable discrimination against New York and Chicago. We wish to 
urge that legislation be enacted by the Congress which would eliminate the 
special classification of New York and Chicago as central reserve cities and the 
differential reserve requirement imposed on banks in those cities classified by the 
Board of Governors as central reserve city banks. 

Sincerely, 
JoHN J. McCuoy. 

The Cuarrman. In addition, I should like to insert in the appen- 
dix to the hearings a study entitled “Proposed Legislation for Revi- 
sion of Reserve “Requirements,” dated January 29, 1959, prepared 
by members of the staff of the Board of Governors. 

(The study referred to will be found in the appendix, p. 99.) 

Copies of this have been placed before members of the committee. 

Gentlemen of the committee, we are pleased to have as our first 
witness the Honorable C. Canby Balderston, Vice Chairman of the 
Board of Governors of the Federal Reserve System. 

Mr. Balderston, I am glad to have you testifying on behalf of this 
legislation today. As you know, I have long been interested in this 
question, and I am aware of the Board’s long- continued interest in it. 

You may remember that in November 1956, when we were holding 
hearings on the study which led to the Financial Institutions Act, 
I raised this question with Governor Robertson who was then testi- 
fying and asked if the Board had made any studies on the matter. 
Governor Robertson replied that for several years the Board had 
been giving a great deal of study to the problem. 

He went on to say: 

* * * We need statutory authority. We are all—that is, the members of the 
Board of Governors are all—unanimously in favor of permitting vault cash to be 
counted as reserves, but there are very great difficulties involved in that be- 
cause all banks do not hold vault cash to the same extent. A country bank 
which isn’t close to a Federal Reserve bank holds much more than a city bank 
which is right across the street from a Federal Reserve bank. 

Furthermore, it would release a vast amount of reserves which shouldn’t be 
released at this time. You ought to bein a position to offset those. 

Consequently, I would say that although we are in favor of amending the 
statutes in order to count vault cash as a part of the reserves, we would like 
more time before we make a specific recommendation for statutory authority 
to do that and other things in relation to reserve requirements. The whole 
statute needs reworking. 


I take it then, Governor, that your proposal at the present time 
is the outcome of these studies, after considering many alternatives 
over a period of more than 3 years. 

We will be pleased to hear from you, Governor, at this time. 
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STATEMENT OF C. CANBY BALDERSTON, VICE CHAIRMAN, BOARD 
OF GOVERNORS, ACCOMPANIED BY WOODLIEF THOMAS, ECONOMIC 
ADVISER TO THE BOARD OF GOVERNORS, AND RALPH A. YOUNG, 
DIRECTOR, DIVISION OF RESEARCH AND STATISTICS, FEDERAL 
RESERVE SYSTEM 


Mr. Bavperston. Mr. Chairman and members of the committee, 
our recomnrendation is indeed the result of long study—in fact, studies 
going back perhaps 18 years. 

The Board of Governors favors enactment of the proposal before 
your committee, S. 1120 (or H.R. 5237), to amend section 19 of the 
Federal Reserve Ac t by making three changes in the present law. 

This bill is not designed to make any -adical ¢ hanges in the existing 
system of reserve requirements that would have an important bearing 
on monetary policies. In the judgment of the Board, the basic char- 
acteristics of the existing system provide a workable and effective 
medium for execution of monetary policy. The amendments proposed 
are for the purpose of removing from the present law some structural 
inequities and difficulties of administration. The amended law would 
provide a means of effecting gradually a better structure of reserve 
requirements within the existing framework, adaptable to meeting 
over the foreseeable future the prospective monetary and credit needs 
of a growing economy. 

The bill proposes three changes in existing law that would authorize 
the Board to: 

(1) Permit member banks to include in their required reserves all 
or part of their vault cash holdings in addition to balances with Fed- 
eral Reserve banks. 

(2) Set the reserve requirements for demand deposits of central 
reserve city banks within a range of 10 to 20 percent instead of the 
present authorized range of 13 to 26 percent. 

(3) Permit individual member banks in any part of a reserve or 
central reserve city to carry, where reasonable and appropriate in view 
of the character of their business, reserves at the lower requirement 
level prescribed for country or for Reserve city banks. 

The relatively simple changes the bill would make in the text of 
section 19 of the Federal Reserve Act are described in detail in an 
attachment to this statement. 

The purposes and possible effects of the proposed changes may be 
summarized briefly. 

VAULT CASH AS RESERVES 


I will first refer to the provision for including vault cash as reserves. 
The counting of vault cash as reserves would correct a generally 
recognized inequity that now exists because many banks find it neces- 
sary for operating purposes to hold relatively lar ger amounts of vault 
cash than do other banks. Since vault cash holdings and reserve bal- 
ances at the Reserve banks are interchangeable and both have the same 
effect in limiting the volume of credit a bank may extend, it is logical 
and proper that both be counted as reserves. Doing so would also 
have collateral advantages: one would be to reduce the costs of trans- 
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porting and handling currency; another would be to facilitate the 
holding by member banks of larger stocks of currency that would be 
available over W idely dispersed areas for use in the event of a national 
emergenc y. 

All member banks in recent years have generally held between $2 
billion and $2.5 billion in vault cash. Of the total, about three-fifths 
has been held by country banks, whose holdings constitute between 
5 and 4 percent of their net demand deposits. Vault cash holdings 
of Reserve city banks as a group have amounted to between 114 and 2 
percent. of demand deposits, while the ratio for central Reserve city 
banks as a group has been less than 1 percent. 

The differences between these average ratios are in some degree 
compensated for by differences in the reserve requirement percentages 
for the respective classes of banks. Thus, while the amounts currently 
tied up by reserve requirements on demand deposits alone are 11 per- 
cent for country banks, 1614 percent for Reserve city banks, and 18 for 
central Reserve city banks, the percentage of net demand deposits tied 
up by these requirements and cash holdings—taken in combination— 
show smaller margins of difference. 

As of February 1959, the combined ratio was 14.3 percent for coun- 
try banks on the average, 18.1 percent for Reserve city banks, and 
18.6 percent for central Reserve city banks. In addition to these 
amounts, member banks have a reserve requirement of 5 percent on 
time deposits at all classes of member banks. 

Vault cash holdings, however, and therefore these combined ratios 
vary considerably among individual banks in the same class and also 
vary from time to time for : any single bank. The greatest inequities 
in the present system of reserve requirements arise from these dif- 
ferences among banks in the same class as to their holdings of vault 
cash and not from differences between classes. 

To add approximately $2 billion to reserves at a single stroke by 
counting all vault cash as reserves without other action would, of 
course, not only add greatly to the total supply of reserves, and con- 
sequently to the lending potential of the banking system, but also 
would distort existing differentials in reserve requirements as between 
classes of banks. It would, therefore, be necessary to put any such 
change into effect gradually, and perhaps to offset it in part by 
adjustments in the reserve requirement percentages. Thus, when 
initiating the change, the Board could permit member banks to count 
as part of their required reserves either all of their vault cash or only 
a spec ified portion thereof. 


PERCENTAGE RANGE FOR CENTRAL RESERVE CITY BANKS 


I will now turn to the percentage range of reserve requirements for 
central Reserve city banks. 

Under present Jaw, the Board has legal authority to alter dif- 
ferentials in requirements as between the broad classifications of 
member banks by reclassifying cities or by abolishing classifications, as 
well as by changing requirements. 
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Under the present law, requirements may vary as follows: 





Minimum Maximum 












| : is " i 
| 
| 
Against net demand deposits: 


Central Reserve city banks. -.-----.----- seed 13 | 26 | 18.0 
Reserve city banks___....-_-- Pe a eee a 10 | 20 16.5 
Country banks. - ----- cats uct eindintiiohe ee cobebaded 7 14 | 11.0 
Against time deposits: All banks ee ia 3 6 5.0 


























By using this authority, any undue distinctions between classes of 
banks may be gradually reduced. 

No change is recommended in the provision of the law that permits 
the Board to change reserve requirements within the permissible 
limits for the different classes of banks. These limits permit a dou- 
bling of requirements above the statutory minimum. 

If vault cash holdings were counted as reserves, the effect would 
be to lower the required reserves of each class of banks. The reduc- 
tion would be substantial for most country banks, which now have the 
lowest. reserve requirements, and for some Reserve city banks, but 
negligible for most central Reserve city banks, which have the highest 
reserve requirements. Consequently, the Board is proposing that per- 
missible requirements for central Reserve city banks be lowered to the 
10 to 20 percent range authorized for Reserve city banks. No changes 
are proposed in the permissible limits of the percentage requirements 
against net demand deposits as now stated in the law for Reserve 
city and country banks—10 to 20 percent and 7 to 14 percent, re- 
spectively. 

This amendment. would retain three classes of banks in recognition 
of fundamental differences in the character of demand deposits held. 
The Board could retain higher requirements for central Reserve city 
banks than for Reserve city banks even though the amendment. to 
the law would lower from 26 to 20 percent the maximum that could be 
required for any bank against demand deposits. In the judgment of 
the Board, a maximum of 20 percent for any bank is believed to 
provide sufficient leeway for any increases that may be needed. 







RELIEF FOR INDIVIDUAL BANKS 

















I turn now to the matter of relief for individual banks. 

Under existing law, the Board is authorized to permit individual 
member banks’in a central Reserve or Reserve city to carry the lower 
reserves specified for banks in one of the other classes but only if 
they are located in the outlying districts of such cities. This provi- 
sion now permits the Board to alleviate inequities which arise when 
banks located in such outlying districts are predominantly engaged 
in business that is similar to that of banks with a lower reserve classi- 
fication. It does not, however, permit the Board to bring equivalent 
relief to such banks if they are located in the central or financial 
districts of Reserve and central Reserve cities. 

The amendment proposed would permit more flexibility in exempt- 
ing individual banks than is possible under existing law and thereby 
facilitate the elimination of some existing inequities. To accomplish 
these purposes the pending bill would strike out of the law the present 


MEMBER BANK RESERVE REQUIREMENTS 17 


relief provisos applicable only to “outlying district” banks, and add 
a new paragraph which would authorize the Board to permit member 
banks in any part of a Reserve or central Reserve city to carry reduced 
reserves. Instead of the geographical test, the Board would be au- 
thorized to grant permission for reduced reserves on such basis as it 
might deem reasonable and appropriate in view of the “character of 
business” transacted by the member bank involved. 

As under present law, the amendment would make it possible for 
the Board to permit a member bank in a Reserve city to carry the lower 
reserves specified at the time for country banks rather than that fixed 
for Reserve city banks; and, similarly, a member bank in a central 
Reserve city could be permitted to carry the lower reserves specified 
at. the time either for Reserve city banks or country banks. The 
amendment would not authorize the Board to permit any member 
bank in such cities to carry reduced reserves equal to some percentage 
other than one prescribed by the Board for one of the designated 
classes of banks. 

Again as under present law, the amendment would not authorize the 
Board to increase the percentages of reserves required to be maintained 
by individual member banks. The Board would, however, retain 
the authority which it now has under the law to designate new Reserve 
cities or new central Reserve cities and thereby increase the reserve 
requirements of all members banks in such cities, except such banks 
as may be specifically permitted to carry the lower requirements of 
another class. 

The proposed amendment would make it possible for the Board to 
grant permission for reduced reserves upon the vote of a majority 
of a quorum, rather than only upon the affirmative vote of five mem- 
bers of the Board as required by the present law. 


OTHER OBSERVATIONS 


Before undertaking to answer whatever questions you may have, I 
should like to make, in conclusion, a few general observations. 

The Board has given consideration to the careful and comprehensive 
study of the problem of reserve requirements and the proposals for 
changes made by the economic policy commission of the American 
B: inkers Association, and also to other plans for fundamental revi- 
sions in the reserve requirement structure. The Board has concluded, 
however, that far-reaching changes in the law are not necessary. With 
the amendments proposed, along with other provisions of existing 
law, the Board would have adequate authority to make any changes in 
the structure and level of reserve requirements that are likely to be 
appropriate under present or foreseeable conditions. 

No change is recommended by the Board in permissible requirements 
against time deposits from the present range of 3 to 6 percent. It is 
recognized that savings deposits in banks do not need to have as 
high requirements as demand deposits, which comprise the most active 
elements of the money supply, and the law correctly provides for 
differentials in such requirements. Unduly wide differentials be- 
tween requirements against time and against demand deposits, how- 
ever, encourage the shifting into time deposits of funds that are 
not true savings and are subject to withdrawal on short notice. Re- 
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quirements against time deposits should not be so low as to encourage 
shifts of this nature. In the opinion of the Board, the present limits 
on requirements against time deposits are about as low as would be 
warranted for sound and effective operation of the banking system. 

The principal function of reserve requirements, it is now generally 
recognized, is to serve as an instrument for regulating the ability of 
banks to expand credit and add to the avs ailable supply of money. 
Under existing law, Federal Reserve policies and actions may influence 
both the available supply of reserves and, within statutory limits, the 
amount of reserves required to be held. 

The desirable ultimate level of reserve requirements need be no 
higher than essential for purposes of monetary policy. Yet they 
should not be so low as to raise questions about liquidity or safety in 
the asset. structure of banks. Nor should they be so high as to hamper 
unduly the earning capacity of banks and their ability to perform 
essential functions. The precise level of requirements that may be 
appropriate for monetary policy at any particular time in the future 
must be predicated on economic and financial developments at home 
and abroad. 

Any changes in the general level of reserve requirements must be 
made only gradually and in relatively small steps in order to avoid 
undesirable disturbances to credit markets, conflicts with appr opriate 
monetary policies, and undue upsets to long-established competitive 
relationships and banking practices. In order to provide for future 
contingencies, authority to vary requirements over a fairly wide range 
needs to be retained. 

Legislative authority with respect to both the level and structure of 
reserve requirements for member banks should be sufficiently flexible 
to enable adjustments to be made in ways, in amounts, and at times that 
are consistent with the aims of monetary policy, with the international 
position of the country, and with the maintenance of a sound and 
effective banking system. Existing law with the amendments proposed 
would permit moving gradually toward a more equitable and rational 
structure of reserve requirements. 

(The attachment to Mr. Balderston’s statement referred to follows :) 


TEXTUAL CHANGES WHICH WovULD BE MADE IN SEcrTIon 19 OF THE FEDERAI 
RESERVE Act By S. 1120 


[Omitted material in black brackets; new material in italic] 
* * * * * * * 


Every bank, banking association, or trust company which is or which be- 
comes a member of any Federal Reserve bank shall establish and maintain 
reserve balances with its Federal Reserve banks as follows: 

(a) If not in a Reserve or central Reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than 7 per centum of the aggregate amount of its 
demand deposits and 3 per centum of its time deposits. 

(b) If in a Reserve city, as now or hereafter defined, it shall hold and main- 
tain with the Federal Reserve bank of its district an actual net balance equal 
to not less than 10 per centum of the aggregate amount of its demand deposits 
and 3 per centum of its time deposits [Provided, however, That if located in the 
outlying districts of a Reserve city or in territory added to such a city by the 
extension of its corporate charter, it may, upon the affirmative vote of tive mem- 
bers of the Board of Governors of the Federal Reserve System, hold and main- 
tain the reserve balances specified in paragraph (a) hereof]. 

(c) If in a central Reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal Reserve bank of its district an actual net balance 
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equal to not less than [thirteen] 10 per centum of the aggregate amount of its 
demand deposits and 3 per centum of its time deposits [: Provided, however, 
That if located in the outlying districts of a central reserve city or in territory 
added to such city by the extension of its corporate charter, it may, upon the af- 
firmative vote of five members of the Board of Governors of the Federal Re 
serve System, hold and maintain the reserve balances specified in paragraphs (a) 
or (b) thereof] 

Notwithstanding the other provisions of this section—— 

(1) The Board of Governors, under such regulations as it may prescribe, may 
permit member banks to count all or part of their currency and coin 48 reserves 
required under this section; and 

(2) A member bank in a Reserve city may hold and maintain the reserve bal- 
ances specified in paragraph (a) above and a member bank in a central Re- 
serve city may hold and maintain the reserve balances specified in paragraphs 
(a) or (6) above, if permission for the holding and maintaining of such lower 
reserve balances is granted by the Board of Governors of the Fedcral Reserve 
System, either in individual cases or under regulations of the Board, on such 
basis as the Board may deem reasonable and appropriate in view of the char- 
acter of business transacted by the member bank. 

Notwithstanding the other provisions of this section, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four of 
its members, in order to prevent injurious credit expansion or contraction, may 
by regulation change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central Reserve cities or 
(2) by member banks in Reserve cities or (3) by member banks not in Reserve or 
central Reserve cities or (4) by all member banks; but the amount of the re- 
serves required to be maintained by any such member bank as a result of any 
such change shall not be less than the amount of the reserves required by law to 
be maintained by such bank [[on the date of enactment of the Banking Act of 

1935] nor more than twice such amount. 
* a oK ok * * e 


Mr. Bavperston. That concludes, Mr. Chairman, tlie formal recom- 
mendation of the Board. 

The CHarrmMan. Governor, we are dealing with three classes of 
banks—the country bank, the Reserve city bank, and the central Re- 
serve city bank. 

Will you please give us a definition of each type of bank we are 
considering ¢ 

Mr. Bavperston. Since the differences center in the nature of the 
business done, may I answer your question by two or three examples? 

In the city of Miami there were three banks that were granted per- 
mission to carry reduced reserves applicable to country banks. Buta 
fourth bank had to be denied authority because of its location. 

In Philadelphia, within a stone’s throw of the Federal Reserve bank, 
there was a bank conducted by a department store for the benefit of 
the customers of that store. Its banking business, obviously, was of 
a different sort than that conducted by the large Philadelphia banks. 

In St. Louis, a bank applied for permission to carry reduced reserves. 
The permission had to be denied because it was located in the heart of 
the St. Louis business and financial district. But the operations of 
this bank were not unlike those of several other St. Louis banks that 
had been granted permission to carry reduced reserves. For example, 
it had no correspondent balances. Its customers were mostly indi- 
viduals and not corporations. It was a country bank except for its 
location. 

And right here in Washington a bank applied for permission to 
carry reduced reserves on several occasions. There seemed to be no 
question that the type of business conducted by it was typical of coun- 
try or neighborhood banks. But because of the location of its head 
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office and one of its branches in proximity to the business and financial 
district, the Board could not grant its request. However, the Board 
did grant permission to two other banks in this city that were conduct- 
ing the same type of business. 

I’m trying to describe by example or illustration what we think of 
asa country bank. 

These banks were serving individuals and small retail and service 
establishments. The two that could be accommodated were only 2 
miles from the bank that had to be refused, but they were outside the 
financial center. 

If I may jump to the other extreme 

The Cnatrman. This is evidently a rather complicated definition, 
is it not? This definition of a country bank and a Reserve city bank 
and acentral Reserve city bank? 

Mr. Bauperstron. Yes. 

The CHarrMan. You may proceed, but it seems to be a little com- 
plicated. 

Mr. Bavperston. I started to answer by example, because I feel 
that it is unsatisfactory to use any single method of differentiating 
banks in these three categories. 

The CHatrMan. May T ask you this question: It seems that at the 
present time New Yor k and Chicago are designated as central Reserve 
city banks and that they are the only two cities in the United States 
so designated. How did they acquire that honor? 

Mr. Bavperston. Under the National Bank Act there were three 
central Reserve cities, the two that you have mentioned plus St. Louis, 
which was later discontinued in that category. 

The Cuatrman. Was that the Federal Reserve Act of 1913/ To 
what act do you refer / 

Mr. Batperston. I refer tothe National Bank Act. 

The Cuatrman. The National Bank Act of 1864? 

Mr. Bauperston. Yes. So the existence of these categories, I think, 
descends from the structure that we had under the National Bank Act 
and before the Federal Reserve System was created. 

I have here the designations in effect October 31, 1914. Central 
Reserve cities were New York, Chicago, and St. Louis. Reserve cities, 
of which there are now 49——— 

The Cuatrman. I thought you said St. Louis was out. 

Mr. Bavperston. No; this was as of the date of 1914. 

The CuairmMan. Oh, 1914? 

Mr. Bauperston. Then subsequently St. Louis was dropped out as 
a central reserve city. 

The Cuairman. How did St. Louis get out ? 

Mr. Bauperston. May I ask Mr. Thomas to answer that? It is 
before my—— 

The Cuatrman. The reason I ask is that New York and Chicago 
want to get out, and we want to find out how St. Louis got out. 

Mr. Tuomas. Mr. Chairman, this is explained in detail in appendix 
B to the long study that you have. These changes were largely 
historical. (See p. 130.) 

The Comptroller of the Currency had certain rules that he applied in 
designating cities. They were based on size for a while, and then it 
came to be more and more based on the volume of interbank deposits. 
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For instance, in 1915 the Board announced that to be a Reserve city 
there must be a population of at least 50,000, combined capital and 
surplus of national banks in the ap »plying city of not less than $3 
million, with deposits of not less than $10 million, and the endorsement 
by at least 50 national banks located outside the applying city who 
would state they were carrying or intended to carry, upon such ‘desig- 
nation, accounts with the national banks in the applying city. 

Then they made some additions on that basis. 

Iam trying to find out when St. Louis got out. 

Mr. Youne. In 1922. 


Mr. Tuomas. In 1922. That was on application of the banks in the 
city. It does not explain here why St. Louis got out. 

Mr. Bauperston. Mr. Chairman, might I revert to your original 
question as to why these banks seemed to us to be different 

The Cuairman. Yes. We want that fully discussed. Also we would 
like to know why you object to the proposals that will be made to us 
tomorrow by representatives of New York and Chicago banks. Also 


why higher reserve requirements should be imposed on them than on 
any “body else. 


Mr. Bapersron. Mr. Thomas I think now has in hand the explana- 
tion for St. Louis. Might we put it in the record ? 

The Cuarrman. Yes; that may be put in the record. 

(The information referred to follows 2 


THE TERMINATION OF THE CENTRAL RESERVE CITY DESIGNATION OF St. LOUIS 


On June 30, 1919, the St. Louis Clearing House Association filed with the Fed- 
eral Reserve Board a petition requesting that St. Louis be reclassified from a 
central Reserve city to a Reserve city. The arguments advanced in the petition 
were: (1) That since the Federal Reserve Act has changed the old order of 
required reserves, there is no longer any advantage or use in being classified as 
a central Reserve city; (2) that competitors of St. Louis have an unfair advan- 
tage in that they are classified as Reserve cities and are not required to maintain 
such large reserves as St. Louis; (3) that the deposits of St. Louis banks are as 
stable as those in other cities classified as Reserve cities; and (4) that New York 
and Chicago, the only other central Reserve cities, are much larger than St. 
Louis. 

On June 10, 1919, the Board sent a letter to the chairmen of all Federal Reserve 
banks stating that it was considering the advisability of reclassifying all Federal 
Reserve bank and branch cities as central Reserve cities. Most of the Reserve 
banks felt that the increase in reserve requirements would be unjustified. The 
opinion of Boston, New York, Cleveland, and Kansas City was that, on the con- 
trary, St. Louis might better be changed from a central Reserve to a Reserve 
city. 

On January 12, 1922, the St. Louis Clearing House Association sent a petition to 
the Board similar to the one presented in 1919, and on January 30, 1922, the Board 
replied refusing the request on the following grounds: (1) It desired to make an 
investigation of conditions in other cities with a view to determining whether it 
would not be better to reclassify them as central Reserve cities and thus relieve 
the inequalities; (2) the Board also referred to the fact that St. Louis had been 
designated a central Reserve city at its own request; and (3) that by the Federal 
Reserve Act the required reserves for such a city had been reduced by more than 
one-half. 

On May 31, 1922, the Board voted to change the designation of St. Louis from 
a central Reserve city to a Reserve city, the change to be effective July 1, 1922. 
Apparently the action was based upon the relative position of St. Louis as a cor- 
respondent bank center compared with that of other centers that were classified 
as Reserve cities. 


Mr. Tuomas. It was on petition of the St. Louis Clearing House As- 
sociation. 
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The CuHarrman. The Board voted to let them out ? 
Mr. Tuomas. The Board voted to let them out. 
The CHarrman. Can the Board vote to let these other two cities out ? 
Mr. Bavperston. The Board has felt that it could not abolish the 

category, but that it could alter the classification of any city within 

the category. 

The Cuarrman. Could you take New York and Chicago out and put 
San Francisco in; as a little temporary shift-around ? 

Mr. Bauprrston. Legally, yes. 

The Cuarrman. You could do that, but you have to have somebody 
in the category ? 

Mr. Bavperston. Without a change in the statute the Board has felt 
that the category could not be abolished. 

The Carman. All right. 

Mr. Batoerston. The basic principle for justifying differentials in 
requirements, Mr. Chairman, is the wide variation that exists in the 
character of business carried on, as I remarked earlier. 

The principal function of reserve requirements is to provide a means 
for regulating the effect of changes in the availability of money upon 
economic activity. 

It is appropriate, therefore, that allowance be made not only for 
the quantity of money but also for the use that is made of money. 

This principle is implicitly recognized at present in the differential 
requirements between demand and time deposits, as well as in differ- 
entials between classes of banks with respect to demand deposits. 

Allowance should be made for the rate of use of money as well as 
its quantity. 

In a general way, deposits of active businesses contribute more to 
economic activity than do deposits in personal accounts or those of 
smaller, less active enterprises.. 

A rough indication of differences in activity of deposits is provided 
by figures of debits to demand deposit accounts. The rate of turnover 
of deposits at most central reserve city banks exceed 30 times a year. 
In other cities the turnover rate is generally about 25 or less for the 
principal banks. At banks in smaller places, the turnover of demand 
deposits is generally less than an annual rate of 15. 

For time deposits the rate of withdrawals is only about once every 2 
years, a turnover rate of one-half. 

In the past, banks have been classified for reserve purposes pri- 
marily on the basis of their interbank deposits. This may well be one 
criterion for classification, and in practice it has worked out reason- 
ably well as a criterion because banks with large interbank deposits 
are likely also to have other characteristics appropriate for Reserve 
city or central Reserve city classification. 

But in our judgment it should not be the sole criterion. 

So, if I may speak of New York only, for the moment, you have in 
that city not only activity which is related to the big corporations who 
have achieved means of using their deposits with great efficiency, you 
have the bulk of the foreign interbank deposits, you have cort ‘espondent 
relationships that are very important indeed. 

One New York bank alone has thousands of correspondents. 

New York is, after all, the financial capital of this country, just as 
Chicago is perhaps its commodity capital. 





Is that right? 
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Both New York and to a lesser degree Chicago finance many of our 
financial enterprises, if I may distinguish between them and our in- 
dustrial enterprises. 

In short, the Board of Governors believes that New York and Chi- 

cago banks are sufficiently different as to the character of their busi- 
ness to warrant the retention of the category to which you referred 
nown as the central Reserve city category. 

The Cuairman. You say your Board has been considering this mat- 
ter for 18 years. 

Mr. Bavperston. I believe one of our staff members who retired 
last year brought out an annual report of 17 years before and read 
in it that the Board was studying a problem that was of concern to 
it—namely, the structure of Reserve requirements. 

And, as you know, academicians and others have given much 
thought and attention to this problem and have written copiously 
ubout it. 

The Cuairman. I was not too anxious to have this amendment in- 
serted in the Financial Institutions Act of 1957 because it related 
more to policy than it did to codification of existing laws. 

Is the Board agreed that you have the right answer now ? 

Mr. Barperston. The Board feels that it has an answer that will 
meet two goals: One, the elimination of certain inequities that have 
troubled the Board in the past; second, the distribution of vault cash 
throughout the country so that currency may be available in the event 
of emergencies which, God forbid, we will have to meet. 

The CuarrmMan. At the risk of being repetitious but so that we may 
inake this question as clear as possible, will you state again just what 
it is that the banks in New York and Chicago can do that other banks 
cannot do, by reason of which the Board feels that greater restrictions 

should be placed upon banks in New York and Chicago than on banks 
anywhere else? What can they do and what do they do? 

Mr. Bavperston. Mr. Chairman, as you m: Ly have noted, the present 
requirement plus the vault cash actually kept is very close. The total 
is now very close as between the central Reserve cities and the Re- 
serve cities. That closeness is a reflection of the fact that the Board 
recognizes the distribution of banking power throughout this country. 

Reserve cities have grown in financial strength as their communi- 
ties have prospered and developed. 

It is not that New York and Chicago have grown weaker in the 
absolute. Their relative power, their power relative to the other 

cities, has changed over the years. 

Bunt, not withstanding that decentralization of financial power, they, 
nevertheless, are still different enough to warrant the retention of 
the category in the Board’s judgment. Their interbank balances, for 
example, the foreign transactions, the deposits carried for very large 
corporations whic h are able to put their deposits to quick and ef- 
fective use, all of these things mean that Chicago and New York have 
& greater impact on the economy when the reserves are lodged there 
than do other cities. 

So, despite a leveling process that has been going on which is re- 
flected in the effective reserve requirements of the moment, the Board 
believes that it would be a mistake in this troubled world, with its 
uncertainties, to abolish the central reserve category. 
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The Cuatrrman. Did you say that the turnover in those two big 
cities is faster and that gives them a leve ‘age on the volume of money 
and the credit situation “of the Nation more than can be exercised by 
banks in other areas / 

Mr. Bavperston. A greater and quicker impact on the economy. 

The Cuarman. Yes. You have the power under this bill to reduce 
them, if you see fit, to the lev el of the Reserve city banks? 

Mr. Baupersron. That is correct. And the effective totals as I 
mentioned are almost the same now—18.6 for the central Reserve city 
banks and 18.1 for the Reserve city banks. 

The Cuarrman. But you reserve the right, if you think their im- 
pact on the credit situation is too strong to tighten up on them more 
than you could on the others ? 

Mr. Bawperston. Mr. Chairman, within your memory and mine 
gold has flowed into this country in large quantities, and there was a 
problem for some years, as you remember. 

The CHatRMan. Yes. 

In your interesting study, on page 116, the study that I have in- 
serted in the record, I find this statement: 



























































As previously pointed out, it is now commonly recognized that the principal 
function of bank reserve requirements in modern monetary systems is to serve 
as a means whereby the central bank can exert control over the volume of 
deposit money. 














Recently, I sent to Chairman Martin, and he referred to you for 
reply, a quotation from a speech on the floor of the Senate last week b) 
Senator Gore of Tennessee in which he said that the supply of money 
with relation to the gross national product. was lower now than it was 
in 1952. Senator Gore’s thesis was that the Federal Reserve Board 
was working in the wrong direction, that they should try to make 
money more plentiful, get more money in circulation, and. that. that 
would help to relieve unemployment. 

You answered and said that his figures were not absolutely accurate 
but fairly so. You did not comment on his theory that we ought to 
have a lot more money in circulation than we now have, including 
bank credit, of course. You did say that the period to which he re- 
ferred had been a period of great liquidity. 

In the meantime I have received a little booklet from a friend = 
Athens, Marinos Evanghelon Constantacatos, who is a student of thi 
problem. He wrote to congratulate me on being made chairman of 
the Banking and Currency “Committee. He fioured that I would be 
interested in the study that he had made of this effect of the volume 
of currency upon the economy. 

It is a very interesting study. I am going to read youa paragraph 
or two of it and see whether or not you agree with his conclusions. 

Here is what he says: 




























































































In spite of the fact that the volume of money in these 19 periods or years had 
absolutely increased— 











he took some previous years of our country— 


I contend that this increase was inadequate, in other words that money supply 
was in deficiency of optimum and as a consequence (1) the number of instances 
(52) when the absolute quantity increased must be diminished by 19 in order 
to obtain the number of instances (33) when the relative quantity increased 
(52—19=33) and (2) the number of instances (9) when the absolute quantity 
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diminished must be increased by 19 in order to obtain the number of instances 
(28) when the relative quantity diminished (9+19—28). 

These results given by the CQT— 

May I explain that the author had previously identified that as the 
“crude quantity theory” as opposed to the relative quantity theory— 
would be less unsatisfactory if I excluded from ceteris paribus the increase of 
the money volume necessary to cope with the requirements arising from the 
growth of population. I have not worked out the necessary calculations but it 
cannot be expected that the picture would be substantially modified; since 
factor 6 plays by far a more important role than factor a in the calculation of 
factor y even in the case of the United States, where the growth of population 
has been very rapid. In this respect the diminishing relative importance of 
factor a and the increasing relative importance of factor 8 in the calculation of 
the natural rate of money supply for the United States, especially since the 
depression of the thirties, is noteworthy. 

Do you agree with him / 

Mr. Banperston. Mr. Chairman, I think the lesson Senator Paul 
Douglas gave with respect to the equation during Senator Gore’s 
testimony was perhaps even a better lesson than the one you have just 
read. 

The CuatrMan. I think that when we come to evaluating the effect 
- the supply of money on prices and try to figure what 1s account- 

ble for the stability of the dollar, we will have to agree with the 
iountaineer who called it a little intricate. 

Mr. Batpprston. I can agree with that. 

The Cuarrman. Any further questions? Senator Muskie? 

Senator Muskie. I was interested, Mr. Chairman, in one or two 
points. 

First of all, once vault cash is included as a part of reserve require- 
iuents or as a factor that would meet reserve requirements, would 
there be some tendency for reserve balances to decline and vault cash 
to increase { 

In other words, under this legislation, as I understand it, reserve 
1equirements could be completely met by vault cash without reserve 
balances atall. Is that correct? 

Mr. Bauprrston. They are interchangeable in theory. As a prac- 
tical matter, that would not happen. 

Senator Muskie. I would not expect the reserve balances to disap- 
pear ina given bank. But my question is, Would there be a tendency 
to increase vault cash at the expense of reserve balances / 

Mr. Youne. Probably. 

Mr. Baupersron. There would be an incentive for, s say, country 
banks to hold not only the amount that they have actually held in 
the past for practical reasons but perhaps to enlarge that somewhat. 

Senator Muskiz. Why is vault cash more attractive to these country 

banks than reserve balances? 

Mr. Bauprrston. They have been holding them just because of their 
distance from sources. 

Senator Muskie. I appreciate that, but you just 

Mr. Bauperston. Can Mr. Thomas add to that explanation ? 2 

Mr. Tuomas. I think that the limit on the amount of vault cash 
that the banks would want to hold would be matters of safety, security, 
insurance, and so forth, so that there would be a tendency not to ac- 
cumulate too much. But what happens now is that banks, when they 

get in excess cash will send it to the Federal Reserve as quickly as 
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possible and then get it back when they need it, instead of holding it 
in their vault for a few days till they need it again. 

We have cases in cities of banks loading up a lot of cash, sending 
it to the Federal Reserve at night, and coming back and getting it 
the next morning, which is an expensive operation. 

The country banks do not have that opportunity to the same extent, 
so they do not do it as much. 

But, even so, there is a certain flow of money back and forth between 
banks and the Federal Reserve which is unnecessary. 

But whether a bank would accumulate large amounts of cash and 
not have any balance with the Federal Reserve is uncertain. And 
it would be immaterial from the standpoint of the reserve effect, 
because a bank to get currency has to draw on its reserve balance at 
the Reserve bank. When it deposits currency it gets an increase in 
its reserve balance. So whether it holds reserves in the form of 
Federal Reserve notes or deposits on the books of the Federal Reserve 
does not matter. They are both liabilities of the Federal Reserve 
bank. The Federal Reserve bank can issue notes to replace deposits 
or accept notes and give deposits in exchange. 

Senator Muskie. If this difference is immaterial from this point 
of view, why is it that vault cash has not been counted in the past 
against reserve requirements ? 

Mr. Tuomas. Do you want me to answer that one? 

Mr. Bauperston. Yes. Would you go into the history? 

Mr. Tuomas. That is a historic reason, as most of these things in 
banking law are. 

Vault cash was permitted to be counted in the National Bank Act 
and was permitted to be counted in the early days of the Federal 
Reserve. The privilege was removed in 1917 during the war when an 
attempt was made to get all the gold in the country into the Federal 
Reserve banks, to mobilize the gold supply to safeguard the interna- 
tional balance-of-payments position of the country, and to get it all 
into the hands of the Federal Reserye. 

Now that under the Gold Reserve Act of 1934 banks or individuals 
are not permitted to hold gold, there is no risk that they could de- 
ome the Federal Reserve, or the Treasury it would be now, of the 

asic gold reserves by drawing out cash. So that the difference would 
be in the form of Federal] Reserve notes anyhow, and that would 
not be material. 

Senator Musk. Has it taken 40 years to recognize that change? 

Mr. Tuomas. It has taken 40 years—well, no, it was only in 1933 
or 1934 that the difference became important, so let’s say 25 years. 

Senator Muskie. What would be your criticism of the banker who 
simply reduced the amount of reserve balances required sufficient to 
offset what is the average or historical holding of vault cash? 

Mr. Bauperston. That, Senator Muskie, would distort the differ- 
ences between banks. 

Senator Muskie. The differences that have always existed ? 

Mr. Bauperston. Yes; the differences which are now reflected in the 
competitive situation of banks, and such distortions would be unfair, 
inequitable. 

Senator Muskie. Have these distortions magnified in recent years? 
Is that the reason for the timing of this legislation ? : 
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Mr. Tuomas. No; the Board recommended this in 1948 along with 
other changes. . 

Mr. Bauperston. I think the answer to your last. question is that 
the complexity of the subject plus the fact that those within and with- 
out the banking system have such diverse views concerning a solution 
has postponed consideration until now. 

The Cuatrman. The Chair is pleased to recognize the patron of 
one of the bills we have under consideration, S. 860. 

Senator Proxmire. 

Senator Proxmire. Somewhat along the line Senator Muskie was 
pursuing I can see some logic perhaps in permitting vault cash to be 
recognized as reserve and then increasing reserves or increasing the 
statutory reserve requirements. Would not the effect of both S. 860 
and S. 1120 be one of tending to increase the supply of money, at least 
the potential supply, provided the Federal Reserve System decided 
to lower reserve requirements to the statutory maximum ? 

In the first place, the more than $2 billion of vault cash could be 
blown up into another $14 billion or $16 billion of money in circula- 
tion. And, in addition, I presume if reserve requirements were lowered 
in central cities to 10 percent that also would increase the supply of 
money. Is that not correct? 

Mr. Bauperston. Senator Proxmire, it is important to recognize 
at the outset that our proposal here deals with modest changes in the 
structure, not with reserve policy as it is or may be. 

Now, the changes to which you refer, the inclusion of vault cash, 
would have to be made very gradually and probably compensated for 
in part either by changes.in reserve requirements or by open market 
operations so that the impact of the vault cash would not be injurious 
to the economy. 

Senator Proxmire. I concede that, but, you see, what the Federal 
Reserve seems to be doing in requesting this permission is saying that 
they want less authority to contract the money supply. They would 
retreat from 26 to 20. They want more authority to expand the money 
supply, because they are going down from 13 to 10. 

This baffles me a little. I am the author of one of these bills, and 
I think we should have a greater supply of money now. I believe in 
easier credit, and so forth, under present economic circumstances in 
America. 

But it is my understanding that the Federal Reserve has followed 
a restrictive credit policy, which seems to me to contradict, at least, 
the opportunities, the potential opportunities, that the Federal Reserve 
is asking for now. 

Mr. Bauperston. Senator Proxmire, the Board in introducing this 
bill is merely trying to have the structure altered for the sake of tidier 
administration. It feels that even if that 26-percent maximum for 
central Reserve cities is reduced to 20 there will be sufficient freedom 
of action to take care of any present or foreseeable needs. 

It may seem strange to you for an agency like the Federal Reserve 
to be asking or to be suggesting some narrowing of the scope of its 
authority. It has felt, however, that the 10 to 20 percent range would 
be adequate as long as the three monetary instruments are all in work- 
ing order as they are now. 
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Senator Proxmire. The tendency seems to have been to use open 
market operations and the rediscount rate much more than reserve 
requirements in contracting credit and contracting the money supply 
Is that not correct ? 

Mr. Bavprerston. That is 

Senator Proxmire. Of the three instruments you have? 

Mr. Bavperston. That is true. We used the changes in the reserve 
requirements three times during the period of recession. You remem- 
ber we reduced the required reserves ie about one and one-half billion 
in seeking to offset the ravages of recession. 

As to the other periods to which you refer, the reserve requirements, 
being the crudest of the three instruments, were not used. The other 
two were. 

Senator Proxmire. I look at this not as a critic of banking—I have 
been in the banking business—but as one who is a little bit skeptical 
about the consequences of this whole procedure. 

It seems to me it is like a farm group that comes in and says it 
wants less controls but higher price supports. In the judgment of 
some of us, interest rates are price supports for bankers and for the 
banking system. On the other hand, reserve requirements permit 
them to expand their income, in effect, because, of course, they can 
invest more in interest-yielding, income-yielding assets. 

So that what happens when reserve requirements can be lowered 
farther and interest rates shoved up is that income for the banks is 
increased, at considerable expense to those who are not bankers. 

Mr. Batperston. Well, it is not important to differentiate between 
the potential : 

Senator Proxmrre. I am not making any kind of accusation at all. 
I just would like to hear your rationalization of this. I think there 
is some feeling that this might be the ultimate consequence. 

Mr. Batperston. The reserves that the Board and the Federal Re- 
serve System as a whole permit the banks to have should, in my view, 
always be kept in tune with the needs of the economy at a given time. 

But we have growth to foster if we can. That growth should be 
sustainable growth. It is needed for the jobs for the breadwinners 
and their children. 

Senator Proxmire. I agree with you enthusiastically in all those 
things. 

Mr. Batprrston. So that if changes in the level of reserve require- 
ments are made in the future, I personally would hope that those 
changes would be in a downward direction in order to provide the 
credit expansion necessary for growth. 

But at any given time, may I repeat, it is important for the central 
banking system to keep the reserves as closely attuned to the needs of 
the economy as is possible. Otherwise, the growth that we seek will 
not be sustainable. Instead, the savers and those dependent upon 
them will suffer the ravages of inflation. 

Senator Proxmire. I think it is very logical on the growth side. 
That is why I think we should have not only lower reserve require- 
ments but lower interest rates, when we have the tremendous amount 


of unemployment we have and unused capacity in many sections of 
our economy. 











ce 


MEMBER BANK RESERVE REQUIREMENTS 29 


But there does seem to me to be some contradiction when at this time 
the Federal Reserve comes before us and asks, as it does, to lower 
central reserve city requirements from 13 and 26 to 10 and 20. It 
seems to me that what might be done just as logically is for you to 
come before us and ask that the Reserve city rate be increased from 
10 and 20 to 13 and 26. 

Mr. Bauprerston. If that were needed we would doubtless do it. 

If the influx of gold were resumed and the country faced financial 
(lifficulties in consequence to world troubles, the Federal Reserve 
Board would then have to return to the Congress and ask for ap- 
propriate powers. 

We do not see the need for those powers now and, therefore, do 
not ask for them. 

It is a little bit as if we were asking you to help us build a house 
with some extra bedrooms in it. We do not say now what the uses 
are to which all of the rooms in that. house will be put. 

There is no implication in this bill that is before you that we are 
about to lower reserve requirements in the immediate future. As you 
say, that would be inconsistent with the phase of the business cycle 
in which we now appear to be. 

Senator Proxmire. In which the Federal Reserve thinks we are; 
ves. 

Mr. Batpersron. I hope we are. 

But what we are asking for is a structure in which we can live for 
years to come. 


This matter has not been before the Congress for many, many years, 


as you note. We are asking for a change in the structure or design 


of the house. It has nothing to do with current policy. 

Senator Proxmire. But you would agree that if the Federal Re- 
serve desired to do so that this proposal would permit them to sub- 
stantially expand the supply of money and that the effect could be, 
on strict monetary theory, to increase prices? 

Mr. Baxperston. The potential is there, but you notice that what 
you are suggesting could be accomplished through open market op- 
erations, the size of the Federal Reserve portfolio being what it is. 

Senator Proxmire. Yes. I see. 

Let me go into a little something else. I notice that a lawyer for 
one of the Chicago banks has made this statement in a memorandum, 
recently, James Saxon. Since they are going to appear tomorrow, 
| think it would be very helpful for us to get. your reaction to this. 

He says of the 48 Reserve cities which they have studied many 
now have larger proportions of deposits due to domestic banks than 
the central Reserve cities of New York and Chicago. He says: 

It will be noted that some of these Reserve cities have very substantially 
larger percentages of deposits due to U.S. banks. Thus, the foregoing data 
would of itself seem to challenge the factual and logical basis of its historic 
justification for imposing higher reserve requirements in some cities as against 
others. 

Would you tend to agree with that analysis on the basis of your ex- 
perience and your studies? 

Mr. Bauperston. Well, Mr. Saxon’s memorandum, of which I too 
have had the advantage of seeing a copy, applies a test that seems of 
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doubtful validity to me. He takes the ratio of balances due to banks 
to total demand deposits. 

Now, whether this is an appropriate measure or not I suppose is 
subject todebate. Although these ratios for centr: al Reserve city banks 
in the aggregate are lower than those for many individual Reserve 
city banks, the total dollar volume of balances due to banks held by 
central Reserve city banks in New York and Chicago far excee ds 
those held by hanks in any other city. 

Perhaps Mr. Thomas, who has made an analysis for me of the 
holdings in this matter in respect to individual banks and who has 
demonstrated the wide variation among individual banks, might 
wish to add something. 

Senator Proxmire. Let me just say at this point that I think you 
may be talking about something different than is Mr. Saxon. He 
says a larger proportion of deposits. You talk about a lar; ger absolute 
amount. Perhaps because the banks in New York and Chicago are 
so large they might have a larger absolute amount and still have a 
smaller proportion. Doyou follow me? 

Mr. Batperston. Yes. 

Senator Proxmire. But it seems to me the proportion would be the 
more logical, the fairer, the more just way of handling reserve require- 
ments. 

Mr. Tuomas. Well, on that basis the main central Reserve city bank 
in the country would be the National Stockyards Bank near East St. 
Louis, because it has a very large proportion of deposits due to banks 
anda very small amount of other deposits. 

The importance of a city is the amount of interbank deposits that 
it holds and not its proportion to all other deposits. 

But, of course, the Board has used interbank deposits as a test of 
whether a bank should be called a central Reserve or Reserve city, 
but it is not alone on the basis of proportion to total deposits. It 
has also been the total amounts that are held. But. it recognizes that 
that is a not altogether satisfactory test. There are many, many other 
deposits that the big city banks hold that are just as active, just as 
volatile and liquid and make a far more important contribution to 
the effect on economic activity than interbank deposits alone. 

One of the purposes of this bill is to be able to get away from that 
interbank deposit criterion. 

May I suggest that on page 119 of the voluminous memorandum 
there appears this observation : 


* * * banks with the largest amount of interbank deposits are now classified as 
central Reserve city banks, and nearly all other banks with interbank demand 
deposits of over $10 million are classified as Reserve city banks. * * * About a 
fourth of the central Reserve city banks and over half of the Reserve city banks 
have relatively small amounts of interbank deposits. 

In short, there is a wide variation. 

If you will turn to page 119, table 6 shows the distribution of mem- 
ber banks by volume of total deposits and by volume of interbank 
deposits. As noted earlier, that classification is on the basis of abso- 
lutes, not relatives. 

Senator Proxmire. I would like to ask one more question in one 
more area, and that is this: You say three-fifths of the vault cash is 
held by country banks. Did I understand your studies to indicate 
that is true? 





MEMBER BANK RESERVE REQUIREMENTS 31 

Mr. Barperstron. I think that is true. 

Mr. Tuomas. A billion and a quarter; yes. 

Senator Proxmire. Now, let me relate that to some thing that means 
something then. 

What would be the assets of the central Reserve city banks, the 
Reserve city banks, and the country banks, proportionately? Would 
the country banks have less than three-fifths of the total assets? 

Mr. Tuomas. Taking the gross demand and time deposits of all 
member banks, the total would be about $175 billion. The central 
Reserve city banks have $37 billion of that, or about 20 percent. The 
Reserve city banks have nearly $70 billion, and the country banks 
slightly less than $70 billion. So country banks and Reserve city 
banks each have about 40 percent, and the central Reserve city banks 
about 20 percent of the total. 

There is a table which shows the amounts of vault cash held by the 
different classes of banks and the ratio to demand deposits and re- 
quired reserves. 

(The table referred to follows :) 


Cash in vault of member banks by class of bank, 1st half of February 1959 


| 
Ratios (percent) vault cash | 
| to— vault cash 2 
|} Amounts (in |____ ______| plus required 
millions of | | reserves to 
dollars) Total re- Net demand | net demand 
quired deposits deposits 
| reserves ! 


Ratios of 


| 
| 


| 


All member banks 
Central Reserve city banks: 
New York 
Chicago 
Reserve city banks___ 
Country banks_.- 


! Including requirements of 5 percent 


2, 039 
130 
30 | 
645 

1, 234 | 


against time deposits. 


a1. 2 


2 Not including requirements against time deposits. 


Mr. Tuomas. The table shows that the vault cash holdings of country 
banks make up about 23 percent of all of their required reserves, 
whereas in the central Reserve city banks the ratio 1s only about 3 
percent and in Reserve city banks about 8 percent. 

That is another way of giving the relative proportions of 
holdings to their assets and their requirements. 

Senator Proxmire. The general impact, then, of this major bill 
which is being supported by the Federal Reserve would be to permit 
a substantial expansion by the central Reserve city banks, because 
they would be permitted, at least potentially, to drop down from 13 
and 26 to 10 and 20, and a very substantial increase for the country 
banks because they can utilize their vault cash, which is substantial. 
The Reserve city banks would seem to be in the less favored position. 
Is that a fair summary or not ? 

Mr. Bawwerston. I would not say so, because you will note that the 
present reserve requirements when combined with the vault cash that 
the banks in these three categories actually hold on the average yield 
a percentage of 18.6 for the central Reserve cities, 18.1 for the Reserve 
cities, and 14.3 for the country banks. 


rault cash 
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The Reserve city and central Reserve city banks will have precisely 
the same range within which their reserve requirements can be set in 
the future. 

Senator Proxmire. I see. 

You are going to be in a position with the country banks where you 
are going to have to ration out this vault cash gradually, which I 
presume you will do. 

Mr. Bauperston. Yes. 

Senator. Proxmire. You cannot increase reserve requirements 
enough to keep the effective reserve requirements at the same level 
because I notice in the table I have here that current requirements are 
11, if you add vault cash it goes to 15, and the limit is 14. So that at 
the point where they can utilize this vault cash they are going to be 
able to expand their loans, they are going to have their reserve position 
improved by statute, without any discretion in the Federal Reserve. 
Do you follow me? 

Mr. Baxperston. Yes. Naturally in the implementation of this 
policy that you are discussing open market operations would be used. 

Senator Proxmire. I see. 

Mr. Bawpersron. In order to make the necessary adjustments. 

The point you make is theoretically possible. 

Senator Proxmire. Thank you, Mr. Chairmr 

The Cuarrman. Governor, I want to qu. e again from this book by 
my distinguished friend, Mr. M. E. Constantacatos. He says: 

Knut Wicksell in “Interest and Prices” wrote: “To sum up: The quantity 
theory is theoretically valid so long as the assumption of ceteris paribus is firmly 
adhered to. But among the ‘things’ that have to be supposed to remain ‘equal’ 
are some of the flimsiest and most intangible factors in the whole of economics— 
in particular the velocity of circulation of money, to which in fact all the others 
can be more or less directly referred back.” 

On page 116 you gave us the same information in your staff report 
when you said: 

The effect of monetary holdings upon economic activity is determined by the 
use of money in economic transactions, not merely by the holding of idle balances; 
the outstanding volume of money has significance as an indication of the avail- 
ability of money for use, i.e., as an index of the liquidity of the economy. Varia- 
tions in the economic contribution of monetary holdings are roughly indicated 
by differences in the rate of use or the velocity of turnover of different deposits. 

A member of your staff told us in January that since the velocity of 
money varied so greatly in various parts of the country the Federal 
Reserve Board could not do much more than indicate a general trend 
as to whethei it was a high velocity or not quite so high or low 
velocity. 

But I understand from your testimony today that the reason you 
think greater restrictions, if you find them necessary, should be put on 
the money in the central Reserve cities, bank money, is that you believe 
on the whole the velocity—the turnover—of a dollar in a city bank 
is greater than in a country bank. If a city bank can turn over a 
dollar five times in 1 year, that one dollar has done the work of five 
dollarsin acountry bank. Isthat correct? 

Mr. Batperston. That, among other characteristics. I am not dis- 
agreeing with you. I am merely saying that velocity in combination 
with other things would be involved. 
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The CuatrmMan. The whole problem is so technical that I would not 
blame you at all if you did not take too firm a stand on any part of it. 

You get into theory pretty deep when you try to figure out what 
velocity is and what its effects are on prices and production and the 
economy. And also what things influence velocity. 

And so far as velocity is concerned, unfortunately, that is something 
we can only find out about after the fact. It is hard to predict what 
it is going to be and we may just have to guess if it is going to go up 
or down. 

Mr. Batperston. We cannot control it directly, but the climate that 
we help create naturally has a bearing upon it because as liquidity 
goes down with the increase of restraint in a period of boom, companies 
and individuals both use their checking accounts more vigorously and 
effectively. 

The CuatrmMan. Velocity is a factor, along with volume, in the 
effect on money ? 

Mr. Bavperston. Yes. 

The CHatrRMAN. Senator Frear, any questions ? 

Senator Frear. No. 

Senator Proxmire. I do not want to detain the Governor too long, 
but I would like to ask him a question or two. 

The CHarrman. Yes. 

Senator Proxmire. Is it not possible that this law, if passed, could 
result in a windfall for banks, laces their reserve requirements are 


necessarily less if they can count their vault cash? That is, as the 
vault cash which they have now can be substituted for their required 
legal reserve, they can take that reserve which is not giving them any 


income and invest it and receive income. Is that not correct? 

Mr. Batprersron. That is incorrect in my view, because when the 
Federal Reserve supplies more reserves to the commercial banks they 
may use those reserves either for making loans to business, to in- 
dividuals, or for making investments. The total amount of those 
reserves is influenced, perhaps controlled, under a mandate from Con- 
gress by the central bank in order that the reserves may not be 
ballooned to a point where credit is out of tune with the needs of the 
economy. 

Now, the central bank does not give away money in the sense that 
may have been implied in your question. It does not give away 
reserves on which bankers can make ill-gotten gains. 

Senator Proxmire. No, nothing ill gotten. ‘T am the sponsor of one 
of these bills. I am just trying to get your experienced and authorita- 
tive reply to charges that I might have to face myself. 

Mr. Batpersron. Banks, by the way, earn about 8 percent on their 

‘apital. Some concern might be voiced by socially minded individuals 
as to whether that earning power of the banks is adequate to attract 
the capital necessary for the protection of depositors in the event of 
mishaps or misfortune. 

But I think the answer to your query as to whether banks can use 
this bill for their financial advantage—that is, to enhance their earn- 
ing power in a way they would not “otherwise be able to do—is in the 
negative, because at all times the central bank should keep the reserves 
made available to the commercial banks in tune with the needs of the 
economy at that moment. 
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Senator Proxmire. Right now you can accomplish all you want to 
do by administrative action within the present law ? 

Mr. Bauprerston. Yes. 

Senator Proxmire. But you feel in the long run this change is 
desirable. You will have more flexibility? Is that the problem ? 

Mr. Bauperston. We would like an opportunity to take care of those 
individual cases which, under the present law with its reference to 
geographical location, we are unable to help even though we think the 
merits of the-case would indicate otherwise. 

Senator Proxmire. I see. Thank you. 

The Cuairman, The Senator from L[linois. 

Senator Dougias. May I apologize for not having been here at the 
early part of the hearing. We had a very important meeting of the 
Finance Committee which I had to attend. You will forgive me if 
my questions seem very primitive and very simple. 

I want to follow up the last question of Senator Proxmire, namely, 
as to whether you need legislation to accomplish the purpose or whether 
you cannot do this by administrative order. 

I would like to turn to your table on page 16 which gives the legal 
minimum for central reserve cities of 13 percent, maximum 26 per- 
cent. That is taken from section 19, paragraph 5, of the Federal Re- 
serve Act. Anda minimum of 10 and maximum of 20 for the Reserve 
city banks. That is taken from paragraph 4 of section 19. And 
your present reserve ratio for the central Reserve cities is 15, and for 
the Reserve city banks 161/. 

I take it those facts are correct. 

Why could you not produce this equalization by operating within 
the present minimum-maximum ratios? Why do you have te come 
to Congress and ask for new legislation ? 

Mr. Bavperstron. Senator Douglas, we need new legislation to take 
care of these individual banks which now must be treated with other 
Reserve city and central Reserve city banks but which we would like 
to deal with separately. 

Senator Doveias. Are you proposing then that you be given the 
power of differentiating within a city ? 

Mr. Barprrsron. Only downward. That is, in the city of Miami 
there is a bank, which I used in an earlier example, which is in all re- 
spects what you would judge as a result of analysis to be a true coun- 
try bank. We would like the authority—we do not now. have it—to 
classify that as a country bank even though it might be located right 
in the financial district. 

But we do not ask authority to increase the reserve requirements of 
any individual bank within a city. 

That is, suppose a very large bank were in a Reserve city. We do 
not ask the authority to require that single bank to hold the same re- 
serves as would be necessary of a central Reserve city bank. 

So it is downward. It is use of the exception principle for down- 
ward changes, not upward. 

Senator Doverias. The question I want to ask is this: If that is all 
you want, could it not be done with somewhat different language than 
that which you use ? 

You are proposing to make the minimum 10 percent and the maxi- 
mum 20 percent for both Reserve city banks and for central Reserve 
city banks. Isthat not true? 
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Mr. Batprerston. Yes. 

Senator Dove.as. Is it your intention to reduce the ratio to 10 
percent for both of these types of cities 

Mr. Bavperston. I did not get your question, Senator. 

Senator Dovetas. I wanted to know if it is your intention to get 
authority so you could reduce the reserve ratio to 10 percent for banks 
in both these ty pes of cities. 

Mr. Bauperstron. If the conditions of the economy warranted a re- 
duction, this law would permit both central and Reserve city banks to 
be brought down to 10. 

Senator Dougtas. So, in addition to this differentiation between 
banks within a city, you want authority to reduce the reserve ratio of 
banks in both types of cities to 10 percent? 

Mr. Batperston. Yes. We already have the authority to go to 10 
percent in Reserve cities. The only change would be with respect to 
central Reserve cities. 

Senator Dougias. So you could go to 13 by present law ? 

Mr. Bauprerston. Yes. 

Senator Dovetas. But you want authority to goto 10? 

Mr. Baupersron. Yes. 

Senator Doueras. I spent a little time 2 years ago in the Bank of 
England and the Central Bank of Germany, and their reserve ratios, I 
think, are 8 and 10 percent, respectively. Is this part of a move to 
get the reserve ratios of the United States on a parallel with the re- 
serve ratios of Germany and Great Britain ? 

Mr. Batperston. The Federal Reserve does not know what the fu- 
ture may hold for this country or for the ones you mentioned, and so 
I would not say it is part of any agreement, part of any plan. I have 
not heard that mentioned. 

Senator DovenAs. You never heard it mentioned ? 

Mr. Bautperston. No; not in connection with this. 

Senator Doveras. It never entered your thoughts ? 

Mr. Bauperston. What has entered our thoughts is the opportunity 
to take care of future growth of our own economy. If we can do that, 
if we can meet that problem best by a gradual lowering of reserve re- 
quirements as opportunity affords, that perhaps would be in the diree- 
tion of progress. 

We can provide reserves to the banks through open market opera- 
tions just as we can under the potential authority of this bill, And 
having the open market instrument in good w orking order, we have 
suggested i in this bill that we no longer need the 13-to-26 range. We 
can “get along in any foreseeable cire ‘umstances with a 10-to-20 range, 
which would be identical with that for the Reserve c ity banks. 

Senator Doveras. You see, I am a very simple, somewhat stupid, 
man. If you can provide these reserve requirements by open market 
operations, why do you need to lower the formal reserve requirements 
themselves ? 

Mr. Batprerston. You will recall in the spring of last year we were 
anxious to be of assistance in helping to offset recession, and three 
changes in reserve requirements were made to get into the banking 
system quickly the reserves that might stimulate, that would increase 


the money supply at that juncture. “So this particular instrument is a 
very effective instrument, though crude. 
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Senator Doveias. Which instrument? Open market operations? 

Mr. Bauperstron. No; the use of the reserve instrument, the reserve 
requirement. Changes in reserve requirements are 

Senator Doveras. I have heard you and other people testify it is a 
clumsy instrument. 

Mr. Baperston. Yes, I said this morning it was a clumsy— 

Senator Doveias. Now you testify it is a very clumsy one. If you 
have an open market process, why does that not provide the banks 
with adeqtiaté reserves / 

Mr. Bavperston. Through long periods of-time what you suggest 
is, of course, true. Through many months and years the reserve 
requirements do not need to: be altered for the sake of the ec onomy. 
During those periods resort is had to the use of open market opera- 
tions. 

But in what we might call times of crisis—when there was the great 
gold influx you remember some years ago, when we had a recession— 
last year—this blunter or cruder instrument, if you like, has its use. 

We do not want to throw the hatchet out of the carpenter's kit 
just because the chisel or the plane is a little more precise in its 
working. 

Senator Doveras. You still have a tremendous margin at your 
own discretion. 

Mr. Bavperston. Of course. 

Senator Doveras. But you want to go down to 10. You could 
still reduce your ratios in your central Reserve cities down to 13. 
Then we could give you power to differentiate between banks within 
cities. 

Mr. Baxperston. Perhaps either Mr. Thomas or Mr. Young has 
an added point that would make the answer more complete. 

Mr. Tuomas. Of course, it is perfectly proper and correct to say 
that you can supply any amount of reserves through open market 
operations expanding the assets of the Federal Reserve System. 

Senator Dove.as. I am glad to have that admission. 

Mr. THomas. That-is an assertion, sir. 

Senator Doveras. It was my assertion first. I am delighted to 
have it underscored. 

Mr. Tuomas. You will find it in this document, and it has been 
said over and over. The question is: How high a level of reserve 
requirements do you want the banks to have, to impose on the banks? 

If the job can be done at 18 percent for central Reserve city banks 
and 11 percent for country banks, is it necessary to make it 14 and 
26 ? 

Those are matters of judgment as to where you need to have the 
requirements. It can operate at various levels. And the Board 
has the discretion of adjusting those requirements to the economy 
at any time and level that may be appropriate for the occasion and 
to permit banks to perform the functions that they have to perform 
and at the same time to safeguard their safety, liquidity, to give 
the proper control over the money supply. 

There are various factors that are involved in this question of what 
particular level of reserve requirements may be needed at the time. 
Of course, what this 
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Senator Dovugias. Mr. Thomas, I do not think that is responsive 
to the question I asked. My fundamental question follows the ques- 
tion Senator Proxmire asked. Why do you need this added legisla- 
tive power when you already have legislative authority to reduce e the 
ratios from 18 to 13 in the central Reserve cities and from 1614 to 
10 for the Reserve city banks ? 

Mr. Tuomas. You are relating your question entirely to this one 
provision of the three 

Senator Dovetas. For the moment, yes—10 percent rather than 13 
percent, 

Mr. Tuomas. Yes. Well, the reason given for that is that it in 
effect reduces the maximum requirement that can be imposed on any 
bank to 20 percent, which the Board believes will be adequate for 
any time in the foreseeable future, that it will not be necessary to go 
above that level to accomplish the purposes and give the banks some 
assurance that they can operate within a known range. 

The Board is coming to Congress for a basic reform of the struc- 
ture, and this is one of the things that can be done, and it is put in 
here so that it can be done at this time along with other changes. It 
is not an essential part of this program but it is a very useful part of 
it—when Congress is being asked to make a change in the law. 

Senator Dovenas. Let me see if I understand you. Are you say- 
ing that it is not an essential part of the program to lower the mini- 
mum for the central Reserve cities from 13 to 10 percent ? 

Mr. Tuomas. Not an essential but a useful part. Well, I would 
think more of the lowering of the maximum to 20 than lowering the 
minimum to 10. Whether we will ever get to 10 is something far off 
in the future. But it is most unlikely that anyone would ever want 
to go above 20. Given the expansion, the growth of the economy, the 
banks will need more and more reserves. Unless there should be a 
great inflow of gold to the country, it is highly unlikely that more 
than 20 will ever be desired. 

Senator Douetas. Mr. Thomas, does your last argument amount to 
this: That you want Congress to protect you against yourselves ? 

Mr. Tuoaas. Well, on that basis you could make it 50. 

Senator Dovueias. No, but I mean you do not have to go up to 26. 
If you feel that would be a sin you can avoid it by the simple device 
of not yielding to temptation. But now you are saying that by stat- 
ute we should restrict your power to be tempted? Is that right? 
Are you afraid of this Reserve Board or of future Reserve Boards? 

Mr. Batprerston. Senator Douglas, I think you have raised a ques- 
tion which deserves the best answer I can give it. 

We feel that it is not appropriate for our Board to ask for a greater 
scope of authority than we believe will be needed in the foreseeable 
future. If we need more than is provided by the new 10 to 20 range 
we would have to come back to Congress for it. 

Before you were able to come into the room I tried to explain a 
little of the philosophy behind the reduction of this range, why we are 
asking that the range be reduced, be made identical with that for 
the Reserve cities, when we are not asking for the abolition of the 
category altogether. 

I remarked that there has been decentralization of banking power 
in this country which has caused many cities now in the Reserve city 
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category to grow in influence. They have narrowed the gap between 
themselves and the banks in New York and ( ‘hicago. It is not that 
New York and Chicago banks are weaker; it is that the other banks 
throughout the country have grown in both strength and size. 

Consequently, we feel that as a practical matter there may be many 
phases of the business cycle which would make it appropriate for the 
reserve requirements in the central Reserve and Reserve cities to be 
close together, if not identical. 

But we “do not wish to discard the central Reserve city category 
altogether because we are in a very troubled world that might bring— 
force upon us—problems that we do not now foresee. 

So the Board has felt that it should retain the category but at the 
same time ask that the two ranges be made the same. 

Now, you notice that in the statute as it now is the maximums are 
precisely double the minimums. It is 7 and 14, 10 and 20, 13 and 26. 
So in trying to tidy up this house that we are asking you to help us 
build, we naturally kept that traditional relationship between maxi- 
mums and minimums. 

Senator Dovetas. This is a factual question. Has your staff fig- 
ured out what effect a reduction of 1 percent in reserve requirements 
of the central Reserve cities would have upon the total lending 
capacity ? 

Mr. Baperston. Yes; I think Mr. Thomas has the figure on which 
he can base it. I figured it out for all banks, and it is about a billion 
dollars. Now, for central Reserve cities alone 

Senator Dovueias. On 1 percent? For each 1 percent, how much 
will the lending capacity . 

Mr. Tuomas. Increase of $250 million of reserves for central Re- 
serve city banks. Now, the effect 

Senator Dove.as. That is, each 1 percent ? 

Mr. Tuomas. Each 1 percent on net demand deposits. 

Senator Doveias. Would increase the lending capacity of the banks 
in the central Reserve cities by $250 million ¢ 

Mr. Tuomas. Would increase their reserves by $250 million. 

Senator Doveras. Oh. Then what about their lending capacity? 

Mr. Tuomas. The increase in lending capacity would depend upon 
where those reserves happened to land when the Reserve city banks 
put them to use. They would first lend $250 million, and that money 
would go out into the country. Some of it would stay with them. 
Some of it would go somewhere else. But the lending capacity for 
the banking system as a whole, assuming that these funds are dis- 
tributed the way in which the bank deposits are now distributed, would 
be about six or seven times that amount, which would be around a 
billion and a half. 

Senator Doveras. So for each 1 percent reduction in reserve require- 
ments the lending capacity of either of the banks in question or the 
banking system as a whole would expand by approximately $1% 
billion? 

Mr. Tuomas. Of course, it would be much less if it all stayed in 
those central Reserve city banks. 

Senator Doveras. I understand. 

Mr. Tuomas. It would be somewhat less. But it would be in the 
neighborhood of a billion dollars or more, if it all stayed in the central 
Reserve city banks, which, of course, would be highly unlikely. 
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Senator Dovcias. Between one and one and a half billion dollars? 

Mr. Tuomas. Yes. 

Senator Douguas. So if you were to reduce the ratios to 10 percent, 
that would produce an expansion in credit from the central Reserve 
cities alone of from $8 to $12 billion? Is that correct? 

Mr. Bavpersron. Of course, we would not do that, Senator Doug- 
las, without also altering the reserve requirements for the Reserve c ity 
banks. 

Senator Doveias. That would make it still more ? 

Mr. Bavperston. That is right. 

Senator Dovucias. Have you any estimate if you went down to 10 
percent for both Reserve and central Reserve cities how much that 
would expand the lending capacity ? 

Mr. Tuomas. It would be far greater than anybody would want to 
do. 

Senator Dove.as. We are just trying to find out how much author- 
ity you are asking be given you. You said you did not want much 
authority to be given you. I want to find out just how much authority 
you want here. 

Mr. Tuomas. Well, the difference in the authority that there is now 
and the authority that would be given would be 3 percent on net de- 
mand deposits at central Reserve city banks, which would be about 
$750 million of reserves, which could be expanded to about $5 billion 
or so. 

Senator Dovetas. This is in addition 

Mr. Tuomas. This is in addition to what the system now has. Of 
course, if you reduced everything to the legal minimum now, you 
could expand the credit by—I should say by over 50 percent above 
the present level. 

Senator Doveras. In other words, with the present bill, and the 
changes which you make in the bill, you could expand the total amount 
of credit by approximately $20 billion ? 

Mr. Tomas. Oh, much more than that. Possibly $80 billion. 

Senator Dovetas. But the specific provisions here would permit 
you to expand by at least 3 percent or a billion to a billion and a half 
or from three to four and a half billions? Is that correct? 

Mr. Batperston. Yes, that is correct. 

Senator Dovetas. The rest you could do by administrative 
provisions ? 

Mr. Batperston. Under existing authority. 

Senator Dovenas. Are you not afraid of inflation ? 

Mr. Bauperston. Very much. 

I am also afraid, Senator Douglas, that we may not encourage the 
savings adequate to take care of the investment need of this and other 
countries, because unless the dollar is protected savers will not be as 
inclined, I fear, to build up the savings that we need. And, as you 
know, until savings are in balance with investment, the price of money 
goes up. 

Senator Doveias. I would remark that you seem to be very much 
afraid that you might yield to the temptation of raising the reserve 
requirements up to 20 percent or beyond 20 percent. You want legis- 
lative protection there, but you are not afraid of the possibility you 
might yield to the temptation of lowering the reserve requirements to 
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10 percent. Why will your self-restraint not work in one direction as 
well as in the other ? 

Mr. Batperston. Tomorrow, Senator Douglas, you will have some 
distinguished bankers before you, and they I think might have views 
on your question. We 

Senator Doveras. I know, but I want your views. 

Mr. Baxprerston. The Board, as I remarked earlier today, has the 
perhaps sipgular view that it ought not to ask for more author ity than 
it sees a need or foreseeable need for. 

Senator Doveias. No more questions. 

Senator Musxiz. Mr. Chairman, I have a question, if I may. 

The Cuatrman. The Senator from Maine. 

Senator Muskie. If this law were to be effective today, under 
today’s conditions, would you expect the Federal Reserve Board to 
increase its reserve requirements / 

Mr. Batprerstron. No. 

Senator Muskie. In other words, you take full advantage under 
today’s conditions of the additional credit that this would m: ake avail- 
able 

Mr. Bauperston. I misunderstood your question, Senator Muskie. 
I thought you said would the Board increase its reserve requirements. 

Senator Muskie. Its reserve requirements. 

Mr. Bauperston. My answer was no. This bill has nothing to do 
with current Federal Reserve policy. 

Senator Muskie. I am wondering what effect it would have on 
current Federal Reserve policy if it were to be effective today. 

Mr. Batperston. We would have to await, as we discussed earlier, 
the introduction of the vault-cash provisions until the state of the 
economy permitted the necessary adjustments. 

The bill gives the Board authority, you notice, to implement this 
policy by allowing the banks to count vault cash in whole or in part. 
When such authority was granted by the Federal Reserve Board, it 
would naturally mé ake the appropriate adjustments so that the shock 
would not be damaging. 

Senator Muskie. You would not expect to use that authority today 
if it were effective today ? 

Mr. Batperston. That is correct. 

Thank you very much. 

(The following was subsequently received for the record :) 





BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, April 2, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: Following the testimony before your committee on 
March 28 on the bill 8. 1120, your committee heard witnesses on March 24 rep- 
resenting certain Chicago banks and the New York Clearing House Association. 
These witnesses proposed that the bill be amended to eliminate from the law 
the central Reserve city classification. 

Attached is a statement of the Board’s views in opposition to such a pro- 
posal, which is being submitted in the hope that it may receive careful consid- 
eration on your committee before taking any action to alter the bill. 

Sincerely yours, 
C. CANBY BALDERSTON, Vice Chairman, 
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STATEMENT OF THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM IN 
OPPOSITION TO PROPOSAL FOR ABOLITION OF CENTRAL RESERVE CITY CLASSIFI- 
CATION OF MEMBER BANKS, APRIL 2, 1959 


In connection with bill S. 1120, to amend the Federal Reserve Act with respect 
to reserve requirements of member banks, it has been proposed that the bill 
be amended to abolish the central Reserve city classification. This amendment 
would provide for only two classes of banks for reserve requirement purposes— 
Reserve city banks and others. 

The principal reason advanced for this proposal is that the original basis for 
the establishment of central Reserve cities is no longer applicable. Under the 
National Bank Act, central Reserve cities were required to hold larger re- 
serves because deposits with central Reserve city banks could be counted as 
reserves by other banks; this has not been permitted since 1917. It is also 
stated that, although banks still maintain substantial balances with central 
Reserve city banks for operating purposes, the dominance of New York and 
Chicago in this respect has greatly diminished. 

The Board, however, favors the retention of the three classes for a number 
of fundamental reasons. The proposal to abolish the central Reserve city classi- 
fication is much more sweeping than the provision in the pending bill to lower 
the maximum and minimum figures for central Reserve city banks to the same 
range as that permitted for Reserve city banks. 

Practical objections to a mandatory requirement that reserve requirements 
be made identical for all city banks relate to the problem of absorbing the 
reserves released and the shifts in established relationships among banks. 
The change would necessitate either a reduction in the central Reserve city 
requirements or an increase in those for reserve cities. If reserve require- 
ments at central Reserve city banks were lowered to the level of Reserve city 
banks, the effect would have to be absorbed by raising requirements for country 
banks, if necessary to maintain an appropriate total level of required reserves. 
If the total level of required reserves were lowered, the additional reserves 
would need to be absorbed by other means to avoid undue credit expansion. 
In any event, there would be a realinement of requirements that would alter 
long-established relationships among banks; the present central Reserve city 
banks would have lower requirements and country banks would probably have 
higher requirements relative to the average for all member banks than would 
be the case if the three-way classification were retained. 

Retention of the central Reserve city classification is essential in order to 
make it possible to deal with any undue concentration of available reserves 
in money market centers, such as has happened and might arise again in the 
future. Absorption of such a pool of reserves through open market operations 
or through a widespread increase in requirements might be impossible without 
undue effects on other banks having relatively small amounts of reserves 
available. Such a situation developed in the 1930’s when large amounts of 
both foreign and domestic balances were concentrated in New York, and New 
York Cty banks held very large excess reserves. Authority to maintain three 
Classes of banks provides the Federal Reserve with more flexible powers to 
deal with such variations in the distribution of reserves. 

More fundamentally, the Board feels that differentials in requirements among 
banks are desirable for purposes of effectuating monetary policy. There are 
fundamental differences in the character of deposits held by different banks 
and in their impact on the economy. Since the principal function of reserve 
requirements is to influence the impact of the use of money on the economic 
situation, such requirements should make allowance not only for the quantity 
of money outstanding but also for the rate of its use. . 

These differences are recognized in existing law with respect to requirements 
against demand and time deposits and to those against demand deposits for the 
three different classes of banks. They are sufficiently distinct and important to 
justify three classes of banks rather than only two. Just as there are significant 
differences between the larger city banks and the smaller country banks which 
make it appropriate to require different amounts of reserves, there are also 
differences between large banks concentrated in the leading financial centers and 
banks in other cities. Differences between large city banks and banks located 
in small places are numerous and clear. Likewise, New York City and Chicage 
as banking centers stand out in many respects from other cities. The differences 
may not be as great as they were in the past but they are still striking. 
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As an illustration of these differences, of the 10 largest banks, as measured 
by total deposits, all but 2 are in New York and in Chicago, and those 2 are 
statewide branch banks with a substantial volume of deposits at their country 
branches. Total deposits at all banking offices located within metropolitan areas 
amount to about $58 billion for New York and nearly $13 billion for Chicago. 
The next largest are Los Angeles with about $8 billion and San Francisco and 
Philadelphia with less than $7 billion each. 

Interbank demand deposits, which are one indication of the ability of banks 
in a city to attract funds and put them to use and which have been used in the 
past as the principal standard of classification, total over $4 billion at central 
Reserve city banks in New York and $1.2 billion at such banks in Chicago. The 
largest total’ held in any other city is less than $500 million. Of the 11 banks 
holding the largest amount of interbank demand deposits, 10 are central Reserve 
city banks. 

Still another reason for retaining three classes of banks is that large banks 
in financial centers, which hold the bulk of the more active balances of businesses 
and investment institutions and also balances of other banks, are in a better 
position to put available funds to use actively and promptly in the central money 
markets than are smaller banks or those located elsewhere. Banks outside the 
financial centers, on the other hand, find it necessary for operating purposes to 
‘arry a portion of their secondary reserve assets in the form of balances with 
other banks, on which they receive no earnings and the carrying of which limits 
their lending capacity. Even Reserve city banks maintain substantial amounts 
of balances with other banks, particularly in New York and Chicago. New 
York banks maintain only negligible balances with other banks and Chicago 
banks have less than other cities in relation to their balances due to banks. 
These two cities are central markets for money to an extent that is not true of 
other large cities. 

Typical depositors in large city banks include businesses, individuals, and 
institutions which have large amounts of funds and use them much more actively 
than do most of the depositors in the smaller banks. They are in a better posi- 
tion than customers of banks located elsewhere to keep a portion of their liquid 
funds in short-term marketable assets and to keep small deposit balances relative 
to the volume of their payments. This is another way of saying that large 
city banks hold greater amounts of deposits that have high expansionary or 
inflationary potentials than do the smaller banks. 

A rough indication of the impact of bank deposits on economic activity is pro- 
vided by figures of debits to deposit.accounts. As measured by the ratio of debits 
to deposits outstanding, the average rate of turnover of demand deposits, other 
than interbank and U.S.,.Government deposits, for all banks in New York City 
exceeds 50 times a year. Even when allowance is made for operations of certain 
financial types of deposits that have extraordinary high rates of turnover and 
are largely concentrated in New York, the average is still over 30. The average 
for all banks in Chicago is over 30 percent, and that for Chicago central Reserve 
city banks alone is higher. Nearly all of the large central Reserve city banks 
show rates of turnover exceeding 30. 

Of the large Reserve city banks, only a few have turnover rates of over 30 
times a year and more than half have rates of less than 25. For most of the 
smaller Reserve city banks the turnover rates are below 20, At banks in other 
places, annual rates of turnover of demand deposits are generally less than 20 
even for the largest banks, and less than 15 for the bulk of the small banks. For 
time deposits the rate of withdrawals is only about once every 2 years. 

It is evident that there are sufficiently wide differences in the character of 
banks and in the impact of their deposits on the economy to provide a basis for 
differentials in reserve requirements on the existing pattern of three broad 
elasses. Nowhere is there as much concentration of banks that may be charac- 
terized as central Reserve city banks or the existence of central money markets, 
as there is in New York and to a lesser extent in Chicago. Since banks under 
the proposed amendments would continue to be classified by cities, the classifica- 
tion of cities is necessarily based upon the extent of such concentration rather 
than upon a relatively few individual cases. 


The Cuarrman. Any further questions? 
Thank you, sir. 
The committee is prepared to hear from Mr. Gidney. 
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STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE CURRENCY 


Mr. Gipney. Mr. Chairman and members of the committee, I have 
a short statement on S. 860 and 8. 1120. 

The Treasury Department has communicated with the committee 
concerning these two bills, and its comments are given below. 

With respect to S. 860, in a letter dated March 11, 1959, the Acting 
Secretary of the Treasury stated : 

This Department regards it as desirable that member banks should be 
permitted to include vault cash as part of required reserves to the extent per- 
mitted by regulations of the Board of Governors of the Federal Reserve System. 
Accordingly, the Treasury Department favors enactment of the proposed 
legislation. 

With respect to S. 1120 the Treasury Department letter states first 
what it would do, which has been adequately covered. It then says: 


S 


This Department regards as particularly desirable the portion of the proposed 
bill which would authorize the Board of Governors of the Federal Reserve 
System to permit member banks to count all or part of their currency and coin as 
part of their required reserves. We interpose no objection to the two remaining 
portions of the bill which afford the Board increased flexibility to permit indi- 
vidual members in central Reserve or Reserve cities to carry lower reserves, 
and which authorize the Board to fix the reserve requirements for demand 
deposits of the central Reserve city banks within a range of 10 to 20 percent. 
Accordingly, the Treasury Department favors enactment of the proposed 
legislation. 

It is our view that S. 1120 is to be preferred to S. 860 because of its 
more comprehensive provisions. 

We strongly favor the changes which will permit member banks 
to count currency and coin held in vault as part of their legal reserves. 
The present situation is inequitable for the country banks outside of 
Federal Reserve bank and branch cities, which find it necessary to 
keep on hand as vault cash a larger percentage of their deposits than 
do the large banks located in the Reserve bank cities. Consequently 
vault cash held by country banks is larger in relation to required 
reserves than for others. It is in large part made up of Federal 
Reserve notes and therefore is equivalent in essential character to 
deposit with the Federal Reserve banks. 

The removal of vault cash from the status of legal reserves took 
place in 1917, as part of a program of bringing all gold coin and 
certificates into the Federal Reserve banks. ‘To offset this change 
the legal reserve requirements were then reduced but with varying 
effect upon the position of individual banks. 

The disallowance of vault cash as part of the legal reserve require- 
ments has been a source of irritation to the country banks throughout 
the intervening period. It has constituted a definite deterrent. to 
membership in the Federal Reserve System. It is clearly desirable 
that this change be put into effect gradually and with suitable 
offsetting adjustments in the reserve requirement percentages. This 
we understand the Board would expect to do, as has been brought 
out very fully in their testimony this morning. 

We favor also the change included in S. 1120 in the required re- 
serves of banks in central Reserve cities from the existing range of 
13 to 26 percent of demand deposits to a range of 10 to 20 “percent of 
demand deposits. 
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In its statement of explanation of the provisions of the proposed 
legislation, the Board of Governors has stated that a maximum re- 
quirement of 20 percent against net demand deposits is believed to 
be adequate for any purpose under present or prospective conditions. 
Under this proposal the minimum and maximum limitations of re- 
serves would be the same for Reserve and central Reserve cities even 
though the separate classifications would be retained. This should 
tend to result in a narrowing or elimination of the differential be- 
tween the’ two classes of banks, which we would regard as desirable. 

With respect to authorizing the Board to permit banks in central 
Reserve cities or in Reserve cities to carry lower reserves on the basis 
of the character of business transacted by the individual banks, we 
are not inclined to make objection. It appears to us to be a moderate 
extension of the existing authority of the Board to permit lower re- 
serves for banks located in an outlying district of a Reserve or cen- 
tral Reserve city and can properly be accepted as part of this de- 
sirable legislation. 

As of December 31, 1958, 149 member banks in Reserve and central 
Reserve cities were permitted to carry reduced reserves, while 251 
member banks in those cities were required to maintain normal re- 
serve requirements applicable to the cities in which they were located. 

We favor enactment of S. 1120. 

The Cuatrman. Are there any questions. 

We thank you. 

The next witness is the Chairman of the FDIC Board, the Honor- 
able Jesse P. Wolcott. He will be accompanied by one of his Direc- 
tors, the Honorable Erle Cocke. 

Mr. Wolcott, we are pleased to hear you. 


STATEMENT OF JESSE P. WOLCOTT, CHAIRMAN, ACCOMPANIED BY 
ERLE COCKE, DIRECTOR, FEDERAL DEPOSIT INSURANCE COR- 
PORATION 


Mr. Wotcorr. Mr. Chairman, we have a very short statement. 

I appreciate the invitation that has been extended to me by the com- 
mittee to express the views of the Corporation on S. 1120, a bill in- 
troduced by the chairman of this committee, Senator A. Willis Rob- 
pene on behalf of himself and Senator Fulbright and Senator 

Capehart, at the request of the Board of Governors of the Federal 
Reserve System. A companion bill, H.R. 5237, has been introduced 
in the House by Congressman Paul Brown, of Georgia. 

This proposal contemplates g giving the Board of Governors of the 
Federal Reserve System authority to permit member banks to in- 
clude in their required legal reserves their vault cash, in addition to 
balances in the Federal Reserve bank, authorizes the Board to re- 
duce Reserve requirements for demand deposits of central Reserve 
cities, and authorizes more flexibility in the Board’s authority to 
permit individual member banks in central Reserve and Reserve 
cities to carry Reserves at lower levels than those required for most 
banks in such cities. 

The Chairman, in offering this bill, made an appropriate state- 
ment in reference to its purposes and provisions (Congressional 
Record, Feb. 19, p. 2383). Congressman Brown, in offering the 
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companion bill in the House, likewise made a statement of purposes 
and background of the bill’s origination (Congressional Record, 
Mar. 5, p. 3057). These pertinent observations and comments pro- 
vide an appropriate basis for the presentment of this proposal. Since 
the proposal exclusively concerns the legal reserve requirements of 
banks which are members of the Fedet al Reserve System, the data 
pertaining to the need for the revision is lodged in the files and 
records of the Board of Governors or is contained in their studies 
concerning the requirements. I am sure that this committee con- 
templates that the Board of Governors will give to the committee the 
full advantage of their data and experience relating to the sensitive 
functions performed by legal reserve requirements in member banks, 
and the adjustments in the supply of money and credit that result 
from changes made in the Reserve requirements. 

With respect to the proposal to include vault cash as part of the 
legal reserve requirements, it is to be noted that smaller banks in 
smaller communities, by the necessities of their situation, maintain 
a higher percentage of currency than is necessary for banks in larger 
cities. This circumstance is due primarily to the lack of ready access 
in such smaller communities to the currency depositories. The pro- 
posal would alleviate this disadvantage. 

In reference to the second and third sections of your proposal, there 
has been much diversity of opinion as to whether the present differen- 
tial between legal reserve requirements of central Reserve city, Re- 
serve city, and country banks was realistic and justified by actual 
conditions. While the proposal contained in these two sections does 
not completely eliminate the differential, nevertheless it does lower 
the limits for legal reserve requirements of central Reserve city 
banks, and further permits the Board, either by regulation or by 
consideration of individual cases, to prescribe lower reserve require- 
ments for some of the banks in Reserve cities, which will eliminate 
the differential for them. 

May I repeat that the facts, figures, purposes, and effect of these 
requirements, and the sensitive use of the reserve requirements by the 
Board to influence the total sum of bank credit available for use as 
circulating medium, are matters uniquely reposing in the personnel 
and staff of the Federal Reserve Board. Therefore, I commend to 
the committee that it look to the Board of Governors for detailed 
data pertaining to legal reserve requirements and the use that the 
Board makes of the reserve techniques. 

We, of the Corporation, approve in principle the proposals out- 
lined in this bill. We assume that the committee will look to the 
Board of Governors and its staff for the detailed data and informa- 
tion that will justify favorable action by this committee on the 
proposal. 

The CratmrMan. Perhaps there are some members of the committee 
who would like to ask a question. 

Senator Frear. I have no questions. 

The Crarrman. In any event, your Board approves the legislation 
in the larger bill and you agree, I assume, with the Comptroller who 
said it would be definitely helpful to the country banks? 
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Mr. Wo corr. Decidedly. 

The Cyatrman. If there are no further questions, the committee 
will stand in recess until 10 o’clock tomorrow morning to hear repre- 
sentatives of some of the banking interests. 

(Whereupon, at 12:01 p.m., the committee was recessed, to be recon- 
vened at 10 a.m., Tuesday, March 24, 1959.) 
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TUESDAY, MARCH 24, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 


The committee met, pursuant to recess, at 10:05 a.m., Senator 


A. Willis Robertson (chairman) presiding. 


Present: Senators Robertson, Frear, Douglas, Clark, Proxmire, 
Byrd, Williams, Bush, and Javits. 

The CHatrMan. The committee will please come to order. 

Before we hear the witnesses, we have a memorandum sent us by 
the Board of Governors of the Federal Reserve Board stating that 
the Board has agreed to a slight change in the bill which was sug- 
gested by the House legislative counsel. It will be introduced on the 
House side. Without objection the memorandum sent us by the 
Board will be inserted in the record at this time. The language 
would be clarified by changing the last clause in the bill as follows: 


A member bank in a Reserve city may hold and maintain the reserve balances 
in effect under this section for member banks described in paragraph (a) above 
and a member in a central Reserve city may hold and maintain the reserve 
balances in effect under this section for member banks described in paragraphs 
(a) or (b) above, “if permission,” ete. 


(The document referred to follows :) 

FEBRUARY 27, 1959. 
To: Board of Governors (Mr. Hackley). 
Subject : Technical change in language of reserve bill. 

Mr. Filson, of the Legislative Counsel’s Office of the House, called me today 
regarding a possible technical change in the reserve bill proposed by the Board. 
He indicated that a Congressman wishes to introduce the bill early in the week 
of March 2. 

The provision of the bill regarding permission for granting reduced reserves 
states that a member bank in a Reserve city may hold the reserve balances 
‘specified in paragraph (a) above” and a member bank in a central Reserve 
city may hold the reserve balances “specified in paragraphs (a) or (b) above,” 
if permission for the lower reserve is granted by the Board. 

Paragraph (a) in the present law “specifies” not less than 7 percent as the 
reserve to be maintained against demand deposits by member banks not in a 
Reserve or central Reserve city; and paragraph (b) “specifies” not less than 
10 percent to be maintained against demand deposits by banks in Reserve cities. 
Paragraph (c), which is not mentioned in the bill, specifies 13 percent for central 
Reserve city banks. Consequently, one looking only at the percentages specified 
in paragraphs (a) and (b) might well get the impression that a member bank 
in a Reserve city could be granted permission to carry only the lower percentage 
specified in paragraph (a). Also, since the bill would make the percentages 
specified in (b) and (c) for Reserve and central Reserve cities the same (10 
percent), one might be puzzled by the provision authorizing a central Reserve 
city to carry the lower reserve specified for Reserve cities. 

The fact is, of course, that the percentages stated in paragraphs (a), (b), and 

¢) may be changed by the Board under the authority of other provisions of 
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the same section of the law, but those provisions are not set forth in the bill. 
It is believed that the reference in the bill to the percentages specified in the 
statute would be construed in conjunction with this authority of the Board 
to change the specified percentages. Admittedly, however, the bill might be 
confusing and misleading in this respect. 

Mr. Filson has suggested that all possibility of confusion would be eliminated 
by the following slight change in the language in question: 

“A member bank in a Reserve city may hold and maintain the reserve 
balances [specifie?¥ in effect under this section for member banks described 
in paragraph (a) «cove and a member bank in a central Reserve city may hold 
and maintain “the reserve balances [specified] in effect under this section for 
member banks described in paragraphs (a) or (b), above, if permission”, ete. 

We believe that this technical change is desirable for clarification. It would 
not in any sense change the substance of the bill but would only make plain 
the intent of the bill. 

If the Board sees no objection I would like to advise Mr. Filson that the change 
would be satisfactory to the Board. He indicated that the Congressman involved 
(probably Mr. Spence) would not wish to make the change unless it is agreeable 
to the Board. 

If the change is made in the House bill, it would seem desirable to give informal 
advice to the change to Mr. Yingling, clerk of the Senate Banking and Currency 
Committee, in order that he may bring the change to Senator Robertson's 
attention. 


The CuatrmMan. The Board said this would carry out their inten- 
tion. i 

We have a statement from the National Association of Supervisors 
of State Banks which will go in the record. 

(The statement referred to follows :) 


NATION AL ASSOCIATION OF SUPERVISORS OF STATE BANKS, 
Washington, D.C., March 24, 1959. 
Re 8. 1120. 


Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR ROBERTSON : The-National Association of Supervisors of State 
Banks wishes to record with your committee its support of S. 1120, which pro- 
poses to amend in several respects section 19 of the Federal Reserve Act relating 
to reserve requirements. This bill will eliminate inequities in present reserve 
requirements which, to a large extent, are the result of the geographic location 
of certain member banks. 

S. 1120 proposes to authorize the Board of Governors of the Federal Reserve 
System to permit member banks to count all or part of their currency and coin as 
reserves required under section 19 of the act. This proposal would eliminate 
an existing inequity occasioned by the fact that some member banks, principally 
country banks, find it necessary for operating purposes to hold larger amounts 
of vault cash than do other banks. Since vault cash holdings and reserve bal- 
ances at the Reserve banks are interchangeable and both serve the same purpose 
in influencing the volume of bank credit, they should both be counted as reserves. 
The proposed amendment would have the added advantage of reducing the costs 
of transporting and handling currency. 

The authority proposed to be given to the Board to count “all or part” of vault 
eash in reserve requirements, and to fix the reserve requirements for demand 
deposits of central Reserve city banks with a range of 10 to 20 percent, instead 
of the present authorized range of 13 to 26 percent (12 U.S.C. 462(¢c) and 462(b), 
will provide the necessary flexibility to effect the changeover to counting vault 
eash gradually, and with a minimum of inequity as between classes of banks. 
It appears, therefore, that the passage of this legislation will not have any 
immediate undesirable disruptive result. 

Finally, S. 1120 will permit the Board to alleviate existing inequities which 
arise when banks located in the central districts of Reserve and central Reserve 
cities are predominantly engaged in business that is similar to that of banks with 
a lower reserve classification. 

The association believes that the proposed amendments in S. 1120 will give 
the Board needed flexibility to make adjustments consistent with the purposes 
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of the Federal Reserve Act while, at the same time, maintaining a more equitable 
and reasonable structure of reserve requirements. 
Very truly yours, 
CHARLES R. HOWELL, 
Chairman, NASSB Legislative Committee, and Commissioner of Banking 
and Insurance, New Jersey. 

The CuarrMan. We have a number of witnesses today. The first 
witness is the chairman of the American Security & Trust Co. of 
Washington, Mr. Daniel W. Bell, appearing for the American Bank- 

= 
ers Association. We are pleased to hear Mr. Bell at this time. 


STATEMENT OF DANIEL W. BELL, FOR THE AMERICAN BANKERS 
ASSOCIATION 


Mr. Betz. Mr. Chairman, for the record, my name is Daniel W. Bell. 
I am chairman of the board of directors of the American Security & 
Trust Co. of Washington, D.C., and chairman of the committee on legal 
reserve requirements of the American Bankers Association. 

My statement will be brief, after which I would like to introduce two 
of my colleagues on the legal reserve requirements committee, Mr. 
David M. Kennedy and Mr. M. Monroe Kimbrel, who will go into more 
detail on certain aspects of the bill before you. I want to say at the 
outset that the American Bankers Association has endorsed the amend- 
ments to the legal reserve provisions of the Federal Reserve Act as 
proposed by the Board of Governors of the Federal Reserve System 
and embodied in the bill before you. This does not mean, necessarily, 
that every banker in the country, as a member of the American Bankers 
Association, approves of all the provisions in this bill. But the asso- 
ciation approved the bill introduced last year at the request of the 
Federal Reserve, and this year the administrative committee of the 
association reaflirmed that postion as to the present bill. The need 
for revision of the reserve requirements of the member banks of 
the Federal Reserve System has long been recognized, and this need 
has been publicly stated on many occasions by members of the Federal 
Reserve Board. 

In 1954 the economic policy commission of the American Bankers 
Association undertook a comprehensive study of the whole legal reserve 
problem. The results of the study were published in a document en- 
titled “Member Bank Reserve Requirements.” And, Mr. Chairman, 
that is quite a lengthy document, and we have it here, and if any 
member of the committee would like to have it, we would be glad to 
furnish it to them. 

On the basis of its research, the commission published in 1957 a long- 
range program for reserve requirements, copies of which were fur- 
nished to this committee. The members of the Board of Governors 
and the staff of the Federal Reserve Board, over a period of several 
months last year, gave very careful consideration to the report of the 
economic policy commission. They have been highly complimentary 
to the members of the commission for the work it did in this field, but 
apparently they feel this is not an opportune time to advocate the long- 
range program embodied in that report. They do feel, however, that 
it is time to make some changes in order that the Board can have more 
flexibility in dealing with this problem. 

Although the bill before you does not go as far as the American 
Bankers Association plan, we are convinced that it will provide a 
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distinct improvement in the system of legal reserves. We believe 
the enactment of the proposed legislation ‘would tend to strengthen 
the Federal Reserve System and, most important of all, would help 
prepare the basis for a sound means of financing the Nation’s future 
economic growth. 

I believe all of us are confidently expecting the American economy to 
continue to grow. During the 1960's, according to present predictions, 
it may grow at a very rapid pace even though over an extended period 
we may have some interr uptions in the long-term trend. 

In line with this expansion, the economy will need additional bank 
credit, deposits, and currency in the years ahead. The banks will 
have to be provided with more funds if they are to be in a position 
to accommodate the public’s growing credit needs. The best way to 
accomplish this is for the Federal Reserve to reduce reserve require- 
ments from time to time, thus freeing reserves as the economic sit- 
uation makes it necessary for additional funds to be available. 

In recent years banks have increased their loans sharply and many 
have approached a fully loaned position. They have reached a point 
where they will no longer be able to obtain funds to meet future up- 
surges in loan demand by disposing of Government securities to the 
same degree as in the past. Unless reserve requirements are eased in 
the future; there are real possibilities of a liquidity — on the 
banks and a scarcity of loan funds. This would obviously be detri- 
mental to economic growth. 

The bill proposed by the Board of Governors and numerous state- 
ments by Chairman Martin and other Reserve officials indicate to us 
that the Federal Reserve officials recognize the importance of reserve 
requirement reductions for future economic growth. The proposed 
legislation would put the Federal Reserve in a better position to pro- 
vide the banks with additional reserves in keeping with the needs of 
our dynamic economy. 

Mr. Chairman, that completes my formal statement, and now I 
would like to present to the committee one of my colleagues on the 
committee on legal reserve requirements, Mr. M. Monroe Kimbrel, who 
is executive vice president of the First National Bank, of Thomson, 
Ga. His bank might be labeled as a “country bank.” He is a mem- 
ber of the Committee on Legal Reserve Requirements of the Ameri- 
can Bankers Association and chairman of the association’s commit- 
tee on federal legislation. 

He would like to comment on those aspects of the bill which affect 
country banks. Mr. Kimbrel. 

The CHarrmMan. We are glad to hear from you, Mr. Kimbrel. 


STATEMENT OF M. MONROE KIMBREL, CHAIRMAN, COMMITTEE ON 
FEDERAL LEGISLATION, AMERICAN BANKERS ASSOCIATION 


Mr. Krvprev. Mr. Chairman, I should like to take a minute or two, 
if I may, to comment further on the vault cash provision of the Fed- 
eral Reserve's bill. 

The Board of Governors proposes that it be authorized by Con- 
gress to permit member banks to count vault cash as part of their 
legal reserves, along with balances at the Federal Reserve Banks. In 
all relevant respects, vault cash and reserve balances are interchange- 
able and should be treated alike for legal reserve purposes. 
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Permitting banks to count vault cash against their legal reserve 
requirements would affect all member banks, but especi: ally the thous- 
ands of small banks—the First National of Thomson, for ex: ang 
which generally have to hold fairly large amounts of currency (rela- 
tively speaking, of course) for operating purposes. Most of our 
customers tend to be smaller ones—farmers and small business bor- 
rowers. We expect, therefore, that the enactment of the vault cash 
provision would improve the availability of credit to these small bor- 
rowers of ours. 

Including vault cash as part of our legal reserves would have a 
number of advantages. Under the present system, most member banks 
are under constant. pressure to keep their holdings of vault cash to a 
minimum. If vault cash were treated as a legal reserve asset, we 
and other member banks throughout the country w a be encour aged 
to hold larger stocks of currency that would be available for use by 
the public in the event of a national emergency. “T hen, too, it would 
tend to diminish the cost to the Federal Reserve banks of handling and 
transporting currency, by reducing the volume of currency that is 
shipped back and forth between the Reserve banks and the member 
banks. 

In the proposed legislation, the reform relating to vault cash is very 
properly coupled with other needed reforms relating to central reserve 
and reserve city banks. This combination of reforms would make it 
possible for the Federal Reserve authorities to make real progress 
toward achieving a fair and sensible legal reserves setup that would 
enhance the ability of the banking system to meet the needs of the 
public. 

Mr. Betx. Mr. Chairman, our next witness is Mr. David M. Ken- 
nedy, president of the C ‘ontinental Ilinois National Bank & Trust Co. 
of Chicago, and who is also a member of the Committee on Legal Re- 
serve Requirements. 

Mr. Kennedy, as you know, served several years with the Federal 
Reserve Board and also with the Treasury Department and is now 
serving as a member of the American Bankers Association Govern- 
ment Borrow ing Committee and now is president of one of the largest 
banks in the country. He will present to you some of the broader as- 
pects of the proposed legislation. 

The CHatrMan. We are glad to hear you, Mr. Kennedy. 


STATEMENT OF DAVID M. KENNEDY, COMMITTEE ON LEGAL 
RESERVE REQUIREMENTS, AMERICAN BANKERS ASSOCIATION 


Mr. Kennepy. Mr. Chairman, first it might be helpful to give a lit- 
tle background of the present legal reserve es Banks were 
originally required to keep reserves at the Federal Reserve banks 
lar ely for purposes of liquidity. This was a major problem under the 
old National Banking System. However, practice has shown that re- 
serve requirements ‘annot be used to any great extent to meet cash 
withdrawals. Cash needs of a going bank must be met largely by 
drawing on excess reserves and other cash assets or by liquidating se- 
curity assets or borrowing from the Federal Reserve banks. In the 
final analysis, therefore, the liquidity of the banking system as a 
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whole now depends on the ability and the willingness of the Federal 
Reserve to supply additional funds to the banking system in periods 
of stress. 

Similarly, the assumption that required reserves would aid the de- 
positor in time of bank distress has been changed; for it has been seen 
that these reserves would only cover a frac tion of a depositor’s claim. 
Hence, deposit insurance has replaced required reserves as a means 
of deposit protection. 

Today member bank reserve requirements have importance pri- 
marily because they are an essential part of the mechanism through 
which the Federal Reserve can influence credit conditions and thereby 
influence prices and ec canis activity. It is because of this change in 
the function of reserve requirements that I wish to reemphasize the 
point made by Mr. Bell—the desirability of reducing reserve require- 
ments from the standpoint of financing longrun economic growth. 

Looking to the future, S. 1120 has important implications for the 
financing of the long-term growth of the Nation’s economy. The 
expansion of our economy in the 1960’s will necessitate a growing sup- 
ply of deposits, currency, and bank credit. The Federal Reserve will 
have to supply additional reserves to the banks so that they can accom- 
modate the public’s gradually rising needs for credit and money. 
The best way to acc omplish this would be to have the Board of Gover- 
nors of the Federal Reserve System reduce reserve requirements. S. 
1120 would put the Federal Reserve in a better position to supply 
these additional reserves as they are required to support the growth of 
our economy. 

With regard to the proposed inclusion of vault cash as part of mem- 
ber banks’ legal reserves, there is widespread agreement that vault 

sash should be treated as a legal reserve asset, on a par with reserve 
balances. In the original Federal Reserve Act, vault cash was counted 
as part of legal reserves, but it was eliminated in 1917 in an effort to 
concentrate more of the Nation’s gold stock in the Federal Reserve 
banks. During the 1920's, moreover, it was feared that restoration of 
vault cash as a legal reserve would impair the reserve position and 
lending power of the Reserve banks. Today, however, member banks 
cannot withdraw gold, and the Federal Reserve banks have more than 
adequate lending power. Hence, vault cash is prevented from serving 
as legal reserves for historical reasons that no longer have any validity. 

In this same vein, it is also worth noting that banks which do not 
become members of the Federal Reserve System have their reserve 
requirements set by their State, and in every case the State has allowed 
vault cash to be included in required reserves. This places banks be- 
longing to the Federal Reserve System at a competitive disadvantage. 

Permitting the banks to count vault cash against their legal reserve 
requirements would be of particular benefit to the smaller banks that 
need to hold relatively large amounts of currency for operating rea- 
sons. Country member banks hold about $1.4 billion of vault cash, 
which is more than 60 percent of the total amount held by all member 
banks. 

The proposed reduction in the range of reserve requirement ratios 
applicable to central Reserve city banks would go far toward elimi- 
nating the present inequitable treatment of these banks. Since banks 
now rely on the Federal Reserve as their central bank rather than on 
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large city institutions, the discrimination against New York City 
and Chicago banks is no longer warranted. The proposed legislation 
would be a worthwhile move in the direction of eliminating this in- 
inequity. 

Similarly, the proposed broadening of the Board’s authority to re- 
duce reserve 1 ‘equirements of individual banks in the central Reserve 
and Reserve city categories would give the Board more leeway to alle- 
viate some of the inequities that exist in our legal reserve arrange- 
ments. 

The main provisions of S. 1120 add up to a well-balanced legislative 
proposal that will permit the Board of Governors to make badly 
needed changes in the legal reserve structure. 

S. 1120 has, however, a much wider significance. For one thing, it 
would tend to strengthen the Federal Reserve System. In the past, 
excessive reserve requirements have discouraged many banks from 
joining the System. Enactment of the vault cash proposal, as well as 
the other provisions of the bill, would have the desirable effect of re- 
ducing one of the obstacles to membership in the Federal Reserve 
System. This, of course, would tend to enhance the effectiveness of 
Federal Reserve monetary policy. 

All in all, the amendments now proposed represent a long step 
toward a more rational and equitable system of legal reserves. The 
amendments are comprehensive, yet easy to underst: and and admin- 

ister, in addition to being consistent with the previous practice. 
Passage of this bill would “be an important step in the direction of 
modernizing our legal reserve arrangements in line with the great 
changes that have occurred in the structure of American banking 
over the past decades. Even more important, it would tend to 
strengthen the Federal Reserve System and would improve the abil- 
ity of the banking system to meet the future needs of our growing 
economy. Enactment of these proposals into law would thus serve 
the broad public interest. 

Mr. Chairman, thank you. 

The Cuamman. Mr. Kennedy, I gather from your testimony and 
that of Mr. Bell and Mr. Kimbrel that the American Bankers Asso- 
ciation, which says this is not quite as comprehensive a bill as they 
might have preferred, still is strongly recommending action on this 
bill as it was introduced or as it might be clarified by the amend- 
ment I read before the testimony started. 

Mr. Kennepy. Very definitely, Senator. It is a good piece of 
legislation and goes a long way toward correcting some of the 
problems. 

The CuHatrmMan. While the Federal Reserve banks have a good 
quantity of banking resources, you say 60 percent of vault cash is in 
the country banks? 

Mr. Kennepy. Yes, sir. 

The CuarrmMan. So naturally this bill would be very much in the 
interest of what we call the country banks? 

Mr. Betz. That is right. 

Mr. Kennepy. That is right. 

The Cuatrman. Mr. Bell, has the American Bankers Association 
taken a very definite position on whether or not we should continue 
the classification of central Reserve city banks? 
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Mr. Bett. The American Bankers Association in its report a little 
over a year ago recommended the elimination of the classification 
altogether and having one uniform system apply to all the banks. 
As I pointed out in my statement, the Federal Reserve felt that this 
was not the time to have that enlarged program presented, and after 
many conferences with us on the subject, we all agreed upon this 
bill as being the best. 

The Cuarrman. Then your advice to this committee is to go ahead 
with the program the Federal Reserve has presented to us, ‘but con- 
tinue to study and work for a more comprehensive program. 

Mr. Betx. Very definitely. 

Mr. Kennepy. Yes, sir. 

The Cuarrman. Are there any further questions ? 

Senator CLarK. Yes, could I ask a question ? 

The Cuairman. Senator Clark 

Senator CLark. Mr. Kennedy, has the American Bankers Associa- 
tion made any estimate of the amount of additional credit which 
would become available to the banks in the country if this bill were 
enacted into law and reserve requirements were reduced / 

Mr. Kennepy. That is a matter of arithmetic, Senator. The pro- 
posal is that the bill would give the Board authority to make the 
changes. They would reduce “the reserve requirements at such times 
and under such conditions as they would see fit. 

Senator CiarK. So it would still be up to the Board whether we 
change the present requirements or not ? 

Mr. Kennepy. Right. 

Senator CLARK. Assuming they made the maximum change in re- 
quirements which the bill would authorize, do you have any mathe- 
matics as to how much that would expand our credits across the 
country ? 

Mr. Kennepy. I don’t have the figure in mind, but I could give it 
to you quickly from the Federal Reserve bulletin on today’s situa- 
tion. It would change as the banking system’s resources change. 

Mr. Beti. May we put that in the record ? 

(The following was submitted in response to the above :) 


The ABA witnesses were asked what the implications of the bill would be for 
additional credit expansion. This could be calculated in several different ways, 
but it would seem that the most realistic way would be to assume: 

(1) That the Federal Reserve authorities will eventually permit all vault 
cash of member banks to be counted as legal reserves, and 

(2) That they will reduce the requirement ratio for central Reserve city 
banks from the present 18 percent to 1614 percent, the ratio now required for 
Reserve city banks. 

Total vault cash of all member banks was recently reported at $2,370 mil- 
lion and if this could be counted as part of legal reserves this would release 
an equal amount of reserves for use by member banks. At the end of 1958, 
Central Reserve city banks held $26.4 billion of net demand deposits. A reduc- 
tion of the requirement ratio from 18 percent to 1614 percent against these 
deposits would release about $400 million of reserves. 

It is impossible to say how much credit expansion would take place if these 
changes were to be made. In theory, there could be a multiple expansion of 
something like 6%4 times the amount of the reserves released (about $18 bil- 
lion) if we were to assume that none of the released reserves would be absorbed 
by open market sales of Government securities by the Federal Reserve System. 
Actually, of course, the reserve authorities would undoubtedly absorb a substan- 
tial part of the released reserves in this manner, at least for the time being. 
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Senator CLark. If the chairman would permit, I think it would be 

very helpful. 

A staff member tells me that the vault cash change would release 
2 billion of reserves. Does that sound about right? 

Mr. Bein. Yes; $2.4 billion. 

Senator CLark. And the change in reserve requirements would re- 
lease a substantial amount of money for credit, would it not? 

Mr. Betx. Yes; it would. 

Senator CLark. That necessarily—and do not misunderstand me, I 
think correctly—would make it possible for all the banks to make a 
good deal more money than they are making now ? 

Mr. Bex. I think there, again, it isn’t possible to say just how 
much this would enhance the earnings of the banks. 

Senator CLark. But it would to some extent ? 

Mr. Bexx. It would, and should. 

Senator CLark. Lagree. 

Mr. Bey. The immediate effect might be to lower earnings, because 
when you lower reserve requirements there is a tendency to have lower 
interest rates, at least for a while. 

Senator CLiark. On the other hand, you would have more funds 
with which to make interest. 

Mr. Bett. You would have more money to offset any lowering in 
interest rates. 

Senator CLark. Generally speaking, as a banker you agree that you 
would rather be in a situation where you had money to ‘Joan than in 
a situation where you were tighter on credit, would you not? 

Mr. Bexu. I would like to be in a position where we can meet the 


demands of our customers, and that puts us in a better position. 

Senator CLark. That is right. 

Mr. Chairman, I think this isa fine bill. 

The Cuatrman. In line with a statement made by the Senator from 
Pennsylvania, the Chair calls attention to the exact wording in the 
bill— 


Notwithstanding the other provisions of this section, the Board of Governors, 
under such regulations as it may prescribe, may permit member banks to count 
all or part of their currency and coinage as reserves required under this section. 
So it does not automatically set up any given amount of new credit. 
The bill also authorizes the Board to place any bank in the Reserve 
and central Reserve cities in other classifications as well as the outlying 
banks, if the general situation justifies it. The whole bill is permis- 
sive. It would increase, if you please, the power of the Federal Re- 
serve Board to manage our money supply. The Board is the agency 
the Congress set up tomanage it. When the Board thinks there is need 
for more capital, either because it takes more money to give jobs or 
because our economy has expanded, the Board can lower the Reserve 
requirements and make more credit available, or they can tighten 
them; as they think best. They are the agency set up to manage cur- 
rency, are they not? 

Mr. Betz. They certainly are. 

The CuatrmMan. We have to manage currency. Somebody has to 
manage it. It will not manage itself. 
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Senator Crark. I am in complete accord with the chairman. I 
think this bill will make credit easier and interest rates lower. I am 
for it. 

The Cuatrman. Thank you very much. 

Mr. Bett. Thank you, Mr. Chairman. 

The CHarrman. The next witnesses are from the Harris Trust & 
Savings Bank of Chicago. We have the president, Mr. Zweiner, and 
two of his associates. We will be glad to hear from them. 

Gentlemen-of the committee, I have a letter dated March 7 from 
the Harris Trust & Savings Bank, by the president, which gives me 
a summary of his views. It may be that he would like to have per- 
mission to insert that summary in the record, rather than to read the 
whole statement here today. We can give each witness permission 
to insert in the record memorandums or briefs, if they so desire, in 
order that their viewpoint may become a matter of record. 














STATEMENTS OF KENNETH V. ZWEINER, BERYL SPRINKEL, AND 
JAMES J. SAXON, FOR THE CENTRAL RESERVE CITY OF CHICAGO 




















Mr. Zwetner. Mr. Chairman, if I may, I would like to read the 
summary at the end of the statement for the record here today. I 
have furnished a complete copy of the statement to each member of 
the committee. 

The CuHarrmMan. Without objection, that will be included in the 
record. 

(The documents referred to follow :) 





STATEMENT OF KENNETH V. ZWIENER FOR THE CENTRAL RESERVE CITY OF CHICAGO 


I. INTRODUCTION 








Mr. Chairman, my name is Kenneth V. Zweiner. I am president of the Harris 
Trust & Savings Bank, Chicago, Ill. I am appearing before this committee on 
behalf of the centr:l Reserve city of Chicago. Harris Trust & Savings Bank is 
one of the 14 central Reserve city banks of Chicago. 

I am glad, indeed, to have the opportunity to testify on S. 1120 and §. 860. 
S. 1120, which I understand was proposed by the Board of Governors of the 
Federal Reserve System and introduced by Chairman Robertson on behalf of 
himself and Senators Fulbright and Capehart, would amend section 19 of the 
Federal Reserve Act in three principal respects: (@) To allow a member bank 
in the discretion of the Federal Reserve Board to count part or all of its cash 
on hand (so-called vault cash) as part of the reserve it is required to keep on 
deposit with its Federal Reserve bank; (b) to grant the Federal Reserve Board 
discretionary authority to lower the Reserve classification and therefore the 
Reserve requirements of individual member banks in central Reserve or Reserve 
cities; and (c) to authorize the Board to fix the reserve requirements for demand 
deposits of central Reserve city banks within a range of 10 to 20 percent, instead 
of the present authorized range of 13 to 26 percent. S. 860, introduced by Senator 
Proxmire, deals only with the matter of vault cash and in substantially the same 
terms as 8. 1120, 

At the outset of this statement I wish to describe briefly the reserve classifica- 
tion of member banks in the city of Chicago, thereafter to comment briefly on 
S. 1120 and S. 860 especially with respect to the vault cash provision, and 
finally to urge an amendment to section 19 of the Federal Reserve Act to eliminate 
the « entral Reserve city classification of Chicago and New York. Unfortunately, 
both 8. 1120 and S. 860 would retain this separate classification of Chicago and 
New York. This ‘matter will constitute the principal part of my statement. 
























II. DESCRIPTION OF MEMBER BANKS IN CHICAGO 










During my 27 years of experience in Chicago banking, there have been vast 
changes in the numbers and functions of Chicago banks. At present there are 
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14 central Reserve city banks in Chicago with 12 located in the central district, 
and two so-called livestock banks located 514 to 7 miles from the outer edge of 
the central district. The central district is usually defined as the area bounded 
by Lake Michigan on the east, Jackson Boulevard on the south, and the Chicago 
River on the west and north. The central district comprises roughly 8 blocks 
beginning at Wacker Drive on the north and running to Jackson Boulevard on 
the south, and roughly 9 blocks beginning at Michigan Avenue on the east and 
running to Wacker Drive on the west. Clearly, the central district is a very 
small part of the area embraced within the corporate limits of the city of 
Chicago which covers 26 miles running north and south and 15 miles running 
east and west (excluding O’Hare Field). 

There are no country banks in Chicago and no Reserve city banks in the central 
district. There are 48 Reserve city banks in the outlying area of the city of 
Chicago as well as the two central Reserve city banks previously mentioned. In 
addition, there are 15 nonmember banks located in the city. 

Below is a listing of the 14 central Reserve city banks together with their 
capital funds and total deposits and grouped by central district and outside 
central district. 


Capital funds and deposits of Chicago central Reserve city banks (June 30, 1958) 


[In thousands] 





Capital funds/Total deposits 





Central district: 
Amalgamated Trust & Savings Bank $3, 366 | $42, 392 
American National Bank & Trust Co. of Chicago zu 17, 474 | 227 
Chicago National Bank ‘ ; 2 , 268 
City National Bank & Trust Co. _- ‘ 22, 996 
Continental Dlinois National Bank & Trust Co. of Chicago-- ‘ 252, 995 | 
The Exchange National Bank of Chicago-- , 205 
The First National Bank of Chicago--- ~ ‘ . 255, 605 
Harris Trust & Savings Bank. --. . : : 2. 403 
La Salle National Bank - -- 3, 464 
Michigan Avenue National Bank of Chicago. -_-__- 2, 659 | 
Mid-America National Bank of Chicago-. : 1, 211 
The Northern Trust Co nae 49, 953 
Outside central district: 
Drovers National Bank ; es ’ 6, 916 
The Livestock National Bank of Chicago-_--____- te 5, 464 


Source: Federal Reserve Bank of Chicago. 
III. COMMENTS ON S. 1120 AND S. 860 


Chicago central Reserve city banks support the provision of S. 1120 which will 
permit the counting of vault cash as reserves when and to the extent authorized 
by the Board. Although the enactment of this provision, considered separately, 
will have the effect of increasing the reserve differentials between classes of 
banks when actual vault cash holdings are included as a portion of required 
reserves, we favor this provision because of the desirable overall effects upon the 
banking system, particularly the smaller banks, as illustrated in the following 
table respecting Chicago member banks. 


Vault cash held by Chicago member banks (June 30, 1958) 


Vault cash as percentage 


Dollar 
Categories of banks amount of 
vault cash 
Net demand 


Thousands 
6 largest banks paainrisead sles as cosinor err 22, 102 
All central Reserve city banks__ wha dbi 30, 733 | 
All Reserve city banks---- inion waa 29, 523 





Source: Federal Reserve Bank of Chicago. 
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At the present time, cash holdings are interchangeable with reserve balances 
at the Federal Reserve banks. Of paramount import, however, is the fact that 
vault cash plays the same role in limiting monetary and credit expansion as 
do required reserves; i.e., an increase or decrease of a given dollar amount of 
vault cash will have the same effect upon the ability of the banking system to 
expand credit as does a similar dollar increase or decrease in required reserves. 
Since the effects are the same and since banks can currently exchange vault 
cash for reserves as well as the reverse, the inclusion of vault cash as a portion 
of member banks’ required reserves does not in any way lessen the ability of 
the Federal, Reserve to conduct monetary policy. 

Several ancillary benefits will accrue from the adoption of this provision. 
Since the cost to an individual bank of maintaining.vault cash will be reduced 
under this provision, there will probably be a tendency for banks to maintain 
larger amounts of vault cash. This means first that the cost of transporting 
and handling currency will be reduced since fewer shipments will be necessary. 
Second, the dispersion of larger amounts of cash throughout the banking system 
would be extremely beneficial in the event of a national emergency. 

While we do not here propose amending the vault cash provision in the bills, 
we regret that these bills do not expressly prescribe the inclusion of a minimum 
percentage of cash on hand in required reserves. It would seem patent that 
any undesirable monetary effect could be effectively abated by a convenient 
recourse to other weapons in the Board’s monetary arsenal. 

Likewise, the provision of 8S. 1120, which reduces the minimum reserve re- 
quirement ratio for central Reserve city banks from 13 percent to 10 percent 
and the maximum from 26 percent to 20 percent, is a step in the right direction. 
However, under the bill as written there is little evidence based on arguments 
presented for believing that actual existing required reserve ratios between cen- 
tral Reserve city banks and Reserve city banks will be equated. Also, experience 
under the act provides little reason for believing the existing disparity will be 
removed. Such action is left to the discretion of the Federal Reserve Board. 
As explained more fully below, we therefore strongly urge an amendment to 
section 19 to eliminate the central Reserve city classification as such and to 
continue to require maintenance of equal required reserve ratios for all Reserve 
city banks. 








IV. REASONS FOR FAVORING 





ELIMINATION 





OF CENTRAL RESERVE 





CITY 





CATEGORY 
A. Brief history 


In our opinion the present classification of central Reserve city banks for 
required reserve purposes is an anachronistic holdover from the National Bank- 
ing Act days which permits unreasonable discrimination against 14 banks in 
Chicago and 18 banks in New York to the benefit of no one. Furthermore, it 
seriously penalizes the growth and development of the cities of Chicago and 
New York. We believe our position can be justified strictly on the merits of 
the case presented. 

Chicago, New York, and St. Louis were first designated as central Reserve 
cities in 1887 under the authority of the National Bank Act. These classifica- 
tions were continued with the enactment of the Federal Reserve Act of 1913. 
In 1922 the Board of Governors of the Federal Reserve System reclassified 
the city of St. Louis to Reserve city status. Chicago and New York continue 
to be classified as central Reserve cities to this date. 

Under the National Bank Act, central Reserve city and Reserve city banks 
were required to carry 25 percent of demand deposits in reserves and country 
banks had to carry 15 percent. As the Federal Reserve Act was originally 
approved in 1913, reserve classes of cities existing under the National Bank 
Act were retained but required reserve ratios were changed to 18 percent for 
demand deposits in central Reserve city banks, 15 percent for Reserve city 
banks and 12 percent for country banks. Reserve requirements against time 
deposits, which had been the same. under the National Bank Act as those for 
demand deposits, were reduced to 5 percent for all member banks when the 
Federal Reserve was formed. 

The basic reason for higher reserve requirements against central Reserve 
city and Reserve city bank deposits under the National Bank Act was the high 
concentration of bank balances. The relative size of correspondent bank bal- 
ances has continued up to the present time to be the justification given by the 
Federal Reserve Board for discriminating against central Reserve city banks. 
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For reasons set forth below, we contend that the location of correspondent bank 
balances, as well as other arguments now being advanced by the Board, are not 
legitimate justifications for continuing the present central Reserve city cate 
gory. 
B. Decentralization of the economy and banking 

Although industrial and financial activity was once highly concentrated in 
a few areas of the economy, the trend toward decentralization has carried far 
in the past century and continues up to the present time. Of the 25 largest 
banks of the country ranked by size of deposits as of December 1958, 14 are 
situated in the Reserve cities of San Francisco, Los Angeles, Pittsburgh, De- 
troit, Boston, Cleveland, Philadelphia, and Dallas. All of these large banks 
are located in Reserve cities subject to lower Reserve requirements than are 
Chicago and New York banks. Three of these Reserve cities, Los Angeles, 
Philadelphia, and Dallas, each have 2 banks among the 25 larger banks, and 
San Francisco has 4 banks in this category. The First National Bank of 
Chicago and the Continental Illinois National are the only 2 


2 Chicago banks 
among the first 25. Below is a list of the 25 largest banks as of December 
31, 1958. 


25 largest commercial banks in the United States 


Rank by Rank by 
total deposits deposits ! 
(Dec. 31, Name of bank due to banks 
1958) (Sept. 24-30, 
1958) 


Bank of America, San Francisco_- 
Chase Manhattan Bank, New York.-. 
First National City Bank, New York 
Manufacturers Trust, New York 
Chemical Corn Exchange, New York. 
Security-First National, 1 os Angeles 
Bankers Trust Co., New York 

First National Rank, Chicago 
Guaranty Trust Co., New York_. 
Continental Illinois National, Chicago 
Mellon National Bank, Pittsburgh- 
Irving Trust Co., New York 

National Bank of Detroit 

Hanover Bank, New York 

American Trust, San Francisco__- 
First National Bank, Boston 
Crocker-Anglo National, San Francisco... 
Cleveland Trust Co 

California Bank, Los Angeles__- 

First Pennsylvania Bank & Trust, Philadelphia____ 
Philadelphia National Bank_. 

First Western Bank, San Francisco 
New York Trust Co__- 

Republic National Bank, Dallas 

First National Bank, Dallas_- 





! Includes foreign and domestic. 
2 This bank does not rank within the Ist 25 on the basis of its total deposits due to banks. 


Source: American Banker, Jan. 12, 1959. 


It should be noted that banks in many Reserve cities are currently grow- 
ing faster than banks in Chicago and New York, so decentralization of de- 
posits will become even more evident in subsequent years. 

Not only have Chicago and New York banks declined in relative size to 
banks in other sectors of the country, but also Chicago and New York banks 
have declined relative to other banks in their holdings of correspondent bank 
balances. Banks in Chicago and New York once had a disproportionate share 
of their total deposits in the form of correspondent bank balances. Such 


is 
no longer the case as indicated in the following table. 
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Demand deposits due to domestic banks in central Reserve and Reserve cities 


Demand deposits 
Rank by per- 
centage of 
total demand Name of city Percentage of 
due todo- | | Total Due to do- | total demand 
mestic banks mestic banks| due to do- 
| mestic banks 


Millions Millions 

Natienal Stock Yards (Illinois) -..--- a aie 125 99 | 

Kansas City, Kans ean “- 59 24 

| Kansas City-_-._-.- oaonid abd 981 359 | 

| Jacksonville ‘ sobs | 392 133 
Dallas eines . ma ,379 | 429 | 
Minneapolis : 815 243 

| Oklahoma City : ‘ 378 106 

| St. Louis . . , 152 314 

| Helena 48 13 
Memphis ; 7 492 133 
Omaha ~é< side 421 111 
St. Paul a 362 94 
Fort Worth . ‘ 399 100 
Charlotte : 606 151 
Des Moines ; 256 63 
Little Rock 183 45 
Richmond 475 117 
Nashville ; 393 95 
Louisville ‘ “e . 545 118 
Houston : — . , 301 271 
Atlanta oi 958 193 
Central Reserve Chicago z 5, 990 186 
New Orleans 773 52 
Milwaukee 764 143 
San Antonio 351 65 
Denver 608 107 
El Paso : 168 26 
Topek i . . 102 15 

| Wichita 258 37 

Philadelphia . 2, 928 417 

Tulsa 480 | | 67 

Boston 2, 281 317 

Pueblo J 36 5 

Indianapolis 744 99 

Birmingham . Bi 356 

Cincinnati 7 854 

Central Reserve New York City 22, 567 

Baltimore : 781 

Salt Lake City , : 375 

Pittsburgh 2, 115 

Columbus a 552 

Cleveland a shell , 799 

Detroit aa 2, 442 

Toledo s 336 

Washington__-. ; n 906 

Seattle i ‘ » 228 

Los Angeles 

Buffalo 

San Francisco 

Portland 


>on em Che 


Reserve city banks as a group 5 6,113 
Central Reserve city banks as a group__- 28, 55 3, 963 


Source: Board of Governors of the Federal Reserve System ‘‘Member Bank Call Report,’’ No. 145, Oct. 


11, 1957. 


Reserve city banks today hold 52 percent more domestic bank balances than 
do central Reserve city banks. The average percentage of domestic bank bal- 
ances to total demand deposits is almost identical for the two bank categories. 
However, when domestic bank balances for banks in individual cities are com- 
pared with total deposits, Chicago ranks 22d and New York 37th. Since the 
higher reserve percentage requirement for central Reserve city banks must be 
maintained against all demand deposits, the size of correspondent bank balances 
relative to all deposits is the relevant measure. Clearly Chicago and New York 
are currently unjustly singled out for discrimination when measured by that 
criterion, even if there was ample reason for that distinction in the previous 
century. 
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Furthermore, although most correspondent bank balances are quite active, the 
average balances carried among banks are not as volatile as they were in earlier 
periods. Correspondent bank balances are maintained to expedite the transfer 
of funds between banks and to remunerate correspondent banks for services 
performed. It is not possible to substantially reduce balances maintained with 
other banks and still receive service from the correspondent. So long as a bank 
continues to operate as a going concern, adequate balances with its correspond- 
ents must remain on deposit. 


C. Fundamental question as to function of bank reserve requirements 


In the days of the National Bank Act and in the early period covered by the 
Federal Reserve Act, it was believed that higher legal reserve requirements were 
necessary to assure that ample liquidity was maintained in banks which had 
volatile deposits, such as bank balances. In recent years no recognized monetary 
authority has contended that the provision of liquidity was the main function 
of required reserves. The Federal Reserve in various publications has recog- 
nized this fact. Modern bankers realize that the only item on their bank balance 
sheet which possesses less liquidity than required reserves is the bank building. 
The only way by which required bank reserves provide any liquidity is to liqui- 
date deposits. Since bankers are interested in liquidity to support the banking 
business as a going concern, required reserves play no significant role in assuring 
liquidity will be maintained. For each $1 drain in central Reserve city demand 
deposits, only 18 cents of liquid funds will develop as a result of lowered demand 
deposits and hence reduced required reserves. The other 82 cents must be 
obtained by either liquidating loans and/or investments, utilizing funds other- 
wise idle, or borrowing from the Federal Reserve. For the banking system as a 
whole, the only source of funds to meet withdrawals is Federal Reserve credit 
or the use of funds otherwise idle. Since the banking system is typically nearly 
fully invested, the ultimate source is Federal Reserve credit. Individual banks 
must rely upon secondary reserves in the form of short-term investments to pro- 
vide liquidity for their operations. The maintenance of ample secondary re- 
serves to provide adequate liquidity is one of the important functions of bank 
management. Management policy in this area is presently reinforced by various 
regulations of the Comptroller of the Currency, the Federal Reserve Board, the 
Federal Deposit Insurance Corporation and State regulatory authorities. 
Clearly, the basic function of required reserves cannot be to assure liquidity for 
an individual bank or for the banking system. 

In modern times it has been generally recognized that the main purpose of 
reserve requirements is to provide a fulcrum for use in executing monetary 
policy, and elimination of the central Reserve city bank category would not 
hamper this role. Reserve requirements, along with other Federal Reserve con- 
trols over the supply of reserves, serve as an essential instrument for regulating 
the ability of banks to expand credit and add to the available stock of money. 
Banks with excess reserves (total reserves minus required reserves) have an in- 
centive to expand loans and/or investments and hence deposits, since commercial 
banks receive no interest on funds on deposit with the Federal Reserve bank. 
The Federal Reserve can increase excess reserves by either providing additional 
reserve funds via open’ market purchases of Government securities, increased 
loans to member banks or by lowering the required reserve ratio. Conversely, the 
Federal Reserve can force banks to reduce loans and investments and hence the 
stock of money by reducing or eliminating excess reserves when the above pro- 
cedures are reversed. 

Throughout the post-World War II period, commercial banks have demon- 
strated a willingness to expand total bank credit when additional excess reserve 
funds were made available and banks have been forced to moderate credit expan- 
sion when reserve funs were not forthcoming. In each of the three post-World 
War II recessions, the Federal Reserve induced expansion in commercial bank 
credit. Monetary ease was a major factor buttressing the economy against 
further decline and monetary expansion contributed to the upturn. Conversely, 
since the adoption of the flexible monetary policy in March 1951, the Federal 
Reserve has prevented excessive credit expansion by banks at times when infla- 
tionary pressures became dominant. In our view, it is absolutely critical that 
any change in required reserves regulations leave intact the power of the Fed- 


eral Reserve to conduct a flexible monetary policy and nothing we have proposed 
impairs this power. 


38423—59——_5 
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It is exceedingly important to recognize that the relevant reserve requirement 
fact, so far aS monetary policy is concerned, is the weighted average required 
reserve ratio for all member banks. The lower the weighted average required 
reserve ratio, the greater the potential expansion (contraction) of commercial 
bank credit for each $1 increase (decrease) in excess reserves. <A given weighted 
average required reserve ratio can be achieved with many various combinations 
of required reserve ratios for categories of banks as well as by requiring the same 
required reserve ratio for all banks. There is clearly nothing to be gained from 
a monetary policy point of view by requiring 32 banks in Chieago and New York 
to maintain higher required reserve ratios than all other banks. 














. D. Other allegedly rational bases for discriminatory required reserve ratios 

1. Level of turnover or velocity.—It is generally recognized that both the 
amount of money and the rapidity with which it is spent, i.e. turnover, are 
equally important determinants of total spending and hence business activity 
including both physical production and prices. The historical record clearly 
indicates that the average velocity of all money in the economy tends to rise 
during periods of business improvement and decline during recessions or depres- 
sions. The Federal Reserve can directly influence the money supply, but velocity 
is determined largely by the multitude of spending units and cannot be directly 
influenced by Federal Reserve policies. Hence, over the business cycle Federal 
Reserve actions on the money supply must frequently be designed to offset the de- 
stabilizing effects of perverse fluctuations in velocity. 

Since it can be demonstrated that some banks have a higher average turnover 
of deposits than others, the Federal Reserve Board has recently contended that 
banks with high deposit velocity should be subject to a higher required reserve 
ratio. At first glance, the argument is appealing, for if correct, it would appear 
to provide the Federal Reserve with an additional control technique for offsetting 
perverse fluctuations in money turnover. However, upon reflection it is clear 
the wrong inference has been drawn. 

First, it is not the level of velocity in various centers that is relevant to monetary 
policy, but rather the fluctuation in velocity levels over the business cycle. It 
does not necessarily follow that those centers having the highest average level of 

velocity will also react most perversely over the business cycle. In fact, such 
data as is readily available suggests the opposite may be the case. We have been 
informed by the New York Federal Reserve Bank, which prepares turnover data 
for the banking system, that unfortunately data for Chicago bank deposit turn- 
over has not been computed. There is reason to believe, however, that its cyclical 
fluctuations are similar to those in New York. The following table indicates that 
fluctuations in New York money turnover (the highest average turnover avail- 
able) is less destabilizing over the business cycle than fluctuations in other 
eenters. 

























Demand deposit rate of turnover’ (seasonally adjusted) 








New York 6 other 4 337 other 





Business cycle,’ reference dates 
Level of | Percent | Levelof | Percent | Level of | Percent 
turnover , change | turnover| change | turnover! change 














June, July, August, 1953, peak 36. 7 26.0 19.2 

July, August, September, 1954, trough --_- 42.8 +16.6 26.0 0 19.3 +0. 5 
Do. 42.8 26.0 19.3 

June, July, August, 1957, peak--. 50.0 +16.8 30.7 +18.1 23.5 +21.8 
Do.- ee cl 50.0 30.7 ; 23.5 |. 

March, April, May, 1958, trough____----- 54.9 +9.8 23.8 —6.2 22.5 —4.3 
Do dibukinebet Bon) 54.9 28.8 rl nD. latecwets 

ee ee ee ere — 53.7 | —2.2 30.7 +6.6 22.8 +1.3 














1 3-month average centered on business cycle peaks and troughs. 
2 National Bureau of Economic Research datings for peaks and troughs of business cycles are used. 
36 other cities are: Boston, Philadelphia, Chicago, Detroit, Los Angeles, San Francisco. 


Source: Federal Reserve Bank of New York and National Bureau of Economic Research. 





The data indicates New York turnover of deposits went up during the two 
past recessions, thereby aiding rather than offsetting monetary policy, while 
other centers typically declined. Also, New York turnover of deposits tended 
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to rise less during periods of rising business activity than did other centers, 
thereby creating less of a problem for monetary policy. 

Secondly, even if further research could establish that the pattern of fluctua- 
tion in velocity of deposits in money market centers during the past two business 
cycles was not typical of most business cycles, it would still be unwise to sanction 
discriminatory required reserve ratios for Chicago and New York. Such a basis 
for discrimination incorrectly assumes that a tag can be placed on those dollars 
that are most volatile and that if credit expansion is limited in volatile centers, 
the effectiveness of monetary policy will be enhanced. Clearly, the facts do 
not justify such an assumption. The net effect of placing higher required re- 
serve ratios on Chicago and New York banks is to lock up a larger percentage 
of their assets in nonproductive funds and hence limit the amount of loans and 
investments possible. This means that Chicago and New York banks will not 
be able to make as many loans as would be the case if lower required reserve 

ratios existed, but it does not mean loans declined in Chicago and New York 
will not be made in other sections of the country. As in the tight money periods 
of 1953 and 1957, loans will be dispersed to other lending centers where lower 
required reserve ratios exist and funds are available. There is no reason what- 
soever for believing that a borrower will utilize his funds less intensively if he 
acquires his money in Kansas City rather than Chicago or New York. The 
effect of the discriminatory reserve requirements is to place an unjust com- 
petitive disadvantage on 32 banks located in Chicago and New York and to 
thereby shift borrowing to other financial centers. 

The modern money market is nationwide in scope and cannot be compartment- 
alized into isolated segments in various sectors of the country. Both borrowers 
and lenders have access to the modern miracles of transportation and communi- 
eation. Dollars ean be transferred almost instantaneously. We can be sure that 
reduced availability of funds in particular areas will not reduce borrowing 
activity, but will merely displace and disperse the transactions. Decentraliza- 
tion of financing, as our country continues to develop, is a highly desirable trend. 
Lut this trend does not justify unfair discrimination against Chicago and New 
York financial activities any more than it would justify reclassifying other 
major financial centers and thereby impose on banks therein a higher reserve 
ratio. 

Finally, it should be recognized that the velocity or turnover of Chicago and 
New York bank deposits is higher than in most centers because of bookkeeping 
transfers incident to financial clearing transactions and not because of an 
unusually high rate of payments for goods and services. In the main the high 
turnover reflects check clearing services performed (in large volume with little 
profit) for out-of-town banks. In both Chicago and New York, great amounts 
of money pass through bank accounts incident to (@) issuance and redemption 
of bonds, notes, Treasury bills and other open market paper, (0) trading activity 
in the bond and stock market, and (c) short-term investment transactions of 
correspondent banks and industrial corporations out of general reserve funds 
they carry in major money market banks. This work, often free from regular 
service charges, needs to be done in the functioning of an efficient money market, 
and Chicago and New York banks are organized to handle it at minimum cost, 
Continued higher reserve requirements for those centers lessens their ability 
to perform money market services for out-of-town customers on an efficient 
and minimum cost basis. 

2. General character of business—The Federal Reserve Board currently con- 
tends that differences in the character of business of various banks justifies dis- 
criminatory required reserve ratios for those banks. So far as can be deter- 
mined, the criteria to be used in applying this test have not been carefully 
spelled out; therefore, it is difficult to evaluate the effect of such a regulation. 
Since required reserves do not perform a liquidity function, the liquidity argu- 
ment is irrelevant and illustory as pointed out in a Federal Reserve Bank of 
New York study. Sometimes it is argued that those banks maintaining a high 
percentage of business customers, who tend to utilize their deposits intensively, 
Should be subject to higher reserve requirements. But high velocity cannot 
logically justify such discrimination, as explained above. Moreover, large cor- 
porate deposits today are becoming ever more decentralized in many banks in 
different cities, because of such factors as plant and office location. ‘Higher re- 
quired reserve ratios would thus not have the effect of decreasing the volume of 
business deposits in the economy as a whole, but would merely cause additional 
displacement from one banking area to other banking areas. No material 
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distinction in operations among banks exists today as would reasonably and 
practically warrant higher required reserve ratios for a handful of banks in two of 
our many financial centers. 

Certainly, a national set of reserve requirements cannot conceivably be based 
ou the idea that since 32 banks in Chicago and New York have long been dis- 
criminated against, this fact justifies continued discriminatory treatment. 
We are not asking that other banks be subjected to the same penalties, but 
merely that Chicago and New York banks be put on a parity with banks in other 
financial centers. 

It is recognized that many of the arguments given above suggest that a 
rational basis for required reserve ratios would be exact equality of required 
reserve ratios for all banks. We believe that to the case, but we recognize this 
objective can be reached only gradually over a protracted period of time. The 
best place to start is by eliminating the central reserve city category which 
would remove the obvious discrimination against the relatively few Chicago and 
New York banks. 

Vv. SUMMARY 


In summary, we support the general objectives of S. 1120 but urge in addition 
the elimination of the central Reserve city category of Chicago and New York 
and the higher differential reserve requirement thereby imposed on certain 
banks in these cities. The previous and existing discriminatory treatment ac- 
corded Chicago and New York banks cannot be justified on the basis of liquidity, 
size, correspondent bank balances, velocity of turnover, nature of business or 
interference with the function that reserve requirements play in executing 
monetary policy. 

We are impressed by the fact that Chairman William McChesney Martin of 
the Federal Reserve Board also apparently Shares our views. On July 17, 1957, 
in testimony presented before the House of Representatives’ Committee on Bank- 
ing and Currency, Mr. Martin stated in reply to a question that in his judg- 
ment there is no good reason today for setting aside Chicago and New York 
as central Reserve cities. 

The basic function performed by required reserve ratios is to provide a ful- 
erum for use in effectuating monetary policy. It is essential that any change 
is required reserve ratios not interfere with that role. Our proposal would 
preserve the ability of the Federal Reserve System to execute a flexible mone- 
tary policy and at the same time remove unfair discrimination against 32 banks 
in the cities of Chicago and New York. 


SUMMARY OF STATEMENT BY KENNETH V. ZWEINER FOR THE CENTRAL RESERVE CiTYy 
OF CHICAGO 


I. INTRODUCTION 


Mr. Chairman, my name is Kenneth V. Zweiner. I am president of the Harris 
Trust & Savings Bank, Chicago, Ill. I am appearing before this committee on 
behalf of the central Reserve city of Chicago. The Harris Trust * Savings Bank 
is one of the 14 central Reserve city banks of Chicago. 

At the outset of this statement I wish to describe briefly the reserve classifica- 
tion of member banks in the city of Chicago, thereafter to comment briefly on S§. 
1120 and S. 860, and finally to urge an amendment to section 19 of the Federal 
Reserve Act to eliminate the central Reserve city classification of Chicago and 
New York. Unfortunately, both S. 1120 and S. 860 would retain this separate 
classification of Chicago and New York. This matter will constitute the prin- 
cipal part of my statement. 


II. DESCRIPTION OF MEMBER BANKS IN CHICAGO 


During my 27 years of experience in Chicago banking, there have been vast 
changes in the numbers and functions of Chicago banks. At present there are 14 
central Reserve city banks in Chicago with 12 located in the central district, 
and 2 so-called livestock banks located 54% and 7 miles from the outer edge of 
the central district. 

There are no country banks in Chicago and no Reserve city banks in the central 
district. There are 48 Reserve city banks in the outlying areas of the city of 
Chicago as well as the 2 central Reserve city banks previously mentioned. In 
addition, there are 15 nonmember banks located in the city. 
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III. COMMENTS ON S. 1120 AND S. 860 


Chicago central Reserve city banks support the provision of S. 1120 which 
will permit the counting of vault cash as reserves, when and to the extent au- 
thorized by the Board. Although the enactment of this provision, considered 
separately, will have the effect of increasing the reserve differentials between 
classes of banks when actual vault cash holdings are included as a portion of re- 
quired reserves, we favor this provision because of the desirable overall effects 
upon the banking system, particularly the smaller banks. 

The provision of S. 1120, which reduces the minimum Reserve requirement 
ratio for central Reserve city banks from 13 percent to 10 percent and the maxi- 
mum from 26 percent to 20 percent, is also a step in the right direction. However, 
under the bill as written, there is little evidence based on arguments presented 
for believing that actual existing required Reserve ratios between central Reserve 
city banks and Reserve city banks will be equated. Also experience under the 
act provides little reason for believing the existing disparity will be removed. 
Such action is left to the discretion of the Federal Reserve Board. As explained 
more fully below, we, therefore, strongly urge an amendment to section 19 to 
eliminate the central Reserve city classification as such and to continue to re 
quire maintenance of equal required Reserve ratios for all Reserve city banks. 


IV. REASONS FOR FAVORING ELIMINATION OF CENTRAL RESERVE CITY CATEGORY 
A. Brief history 

In our opinion the present classification of central Reserve city banks for 
required reserve purposes is an anachronistic holdover from the National Bank 
Act days which permits unreasonable discrimination against 14 banks in Chicago 
and 18 banks in New York to the benefit of no one. Furthermore, it penalizes 
the growth and development of the cities of Chicago and New York. We believe 
our position can be justified strictly on the merits of the case presented. 

The basic reason for higher reserve requirements against central Reserve 
city and Reserve city bank deposits under the National Bank Act was the high 
concentration of bank balances. The relative size of correspondent bank bal- 
ances has continued up to the present time to be the justification given by the 
Federal Reserve Board for discriminating against central Reserve city banks. 


B. Decentralization of the economy and banking 


Although industrial and financial activity was once highly concentrated in a 
few areas of the economy, the trend toward decentralization has carried far in 
the past century and continues up to the present time. Of the 25 largest banks 
of the country ranked by size of deposits as of December 1958, 14 are situated 
in the Reserve cities of San Francisco, Los Angeles, Pittsburgh, Detroit, Boston, 
Cleveland, Philadelphia, and Dallas. All of these large banks are located in 
Reserve cities subject to lower reserve requirements than are Chicago and New 
York. It should be noted that banks in many Reserve cities are currently 
growing faster than banks in Chicago and New York, so decentralization of 
deposits will become even more evident in subsequent years. 

Not only have Chicago and New York banks declined in relative size to banks 
in other sectors of the country, but also Chicago and New York banks have 
declined relative to other banks in their holdings of correspondent bank balances. 
Banks in Chicago and New York once had a disproportionate share of their total 
deposits in the form of correspondent bank balances. Such is no longer the case. 

Reserve city banks today hold 52 percent more domestic bank balances than 
do central Reserve city banks. The average percentage of domestic bank bal- 
ances to total demand deposits is almost identical for the two bank categories. 
However, when domestic bank balances for banks in individual cities are com- 
pared with total deposits, Chicago ranks 22 and New York 37. Since the higher 
reserve percentage requirement for central Reserve city banks must be main- 
tained against all demand deposits, the size of correspondent bank balances rela- 
tive to all deposits is the relevant measure. Clearly Chicago and New York 
are currently unjustly singled out for discrimination when measured by that 
criterion, even if there was ample reason for that distinction in the previous 
century. 


C. Fundamental question as to function of bank reserve requirements 


In the days of the National Bank Act and in the early period covered by the 
Federal Reserve Act, it was believed that higher legal reserve requirements 
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were necessary to assure that a measure of liquidity was maintained. In recent 
years no recognized monetary authority has contended that the provision of 
liquidity was the main function of required reserves. Modern bankers realize 
that the only item on their bank balance sheet which possesses less liquidity 
than required reserves is the bank building. Individual banks must rely upon 
secondary reserves in the form of short-term investments to provide liquidity 
for their opeations. The maintenance of ample secondary reserves to provide 
adequate liquidity is one of the important functions of bank management. For 
the banking system as a whole, the ultimate source of funds to meet withdrawals 
is Federal Reserve credit. Clearly the basic function of required reserves can- 
not be to asstire fiquidity for an individual bank or for the banking system. 

In modern times it has been generally recognized that the main purpose of 
reserve requirements is to provide a fulcrum for use in executing monetary 
policy. Reserve requirements, along with other Federal Reserve controls over 
the supply of reserves, serve as an essential instrument for regulating the ability 
of banks to expand credit and add to the available stock of money. Banks with 
excess reserves (total reserves minus required reserves) have an incentive to 
expand loans and/or investments and hence deposits, since commercial banks 
receive no interest on funds on deposit with the Federal Reserve bank. The 
Federal Reserve can increase excess reserves by either providing additional 
reserve funds via open market purchases of Government securities, increased 
loans to member banks or by lowering the required reserve ratio. Conversely, the 
Federal Reserve can force banks to reduce loans and investments and hence 
the stock of money by reducing or eliminating excess reserve when the above 
procedures are reversed. In our view, it is absolutely critical that any change 
in required reserves regulations leave intact the’ power of the Federal Reserve to 
conduct a flexible monetary policy and nothing we have proposed impairs this 
power. i 

It is important to recognize that the relevant reserve requirement fact, so 
far as monetary policy is concerned, is the weighted average required reserve 
ratio for all members banks. The lower the weighted average required reserve 
ratio, the greater the potential expansion of commercial bank credit for each 
$1 increase in excess reserves. A given weighted average required reserve ratio 
can be achieved with many various combinations of required reserve ratios for 
eategories of banks as well as by requiring the same required reserve ratio 
for all banks. There is clearly nothing to be gained from a monetary policy 
point of view by requiring 32 banks in Chicago and New York to maintain 
higher required reserve ratios than ali other banks. 


D. Other allegedly rational bases for discriminatory required reserve ratios 


1. Level of turnover or velocity.—It is generally recognized that both the 
amount of money and the rapidity with which it is spent, i.e., turnover or veloc- 
ity, are equally important determinants of total spending and hence business 
activity including both physical production and prices. The historical record 
clearly indicates that the average velocity of all money in the economy tends to 
rise during periods of business improvement and decline during recessions or 
depressions. The Federal Reserve can directly influence the money supply, 
but velocity is determined largely by the multitude of spending units and cannot 
be directly influenced by Federal Reserve policies. Hence, over the business 
cycle Federal Reserve actions on the money supply must frequently be designed 
to offset the destabilizing effects of perverse fluctuations in velocity. 

Since it can be demonstrated that some banks have a higher average turnover 
of deposits than others, the Federal Reserve Board has recently contended that 
banks with high deposit velocity should be subject to a higher required reserve 
ratio. At first glance, the argument is appealing, for if correct, it would appear 
to provide the Federal Reserve with an additional control technique for offsetting 
“perverse” fluctuations in money turnover. However, upon reflection it is clear 
the wrong inference has been drawn. 

First, it is not the level of velocity in various centers that is relevant to 
monetary policy, but rather the fluctuation in velocity levels over the business 
eycle. It does not necessarily follow that those centers having the highest 
average level of velocity will also react most perversely over the business cycle. 
In fact, such data as is readily available suggests the opposite is the case. We 
have been informed by the New York Federal Reserve Bank, which prepares 
turnover data for the banking system, that unfortunately data for Chicago 
bank deposit turnover has not been computed. There is reason to believe, how- 
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ever, that its cyclical fluctuations are similar to those in New York. The data 
indicate that fluctuations in New York money turnover (the highest average 
turnover available) is less destablizing over the business cycle than fluctuations 
in other centers. 

New York turnover of deposits went up during the two past recessions, 
thereby aiding rather than offsetting monetary policy, while other centers 
typically declined. Also, New York turnover of deposits tended to rise less 
during periods of rising business activity than did other centers, thereby creat- 
ing less of a problem for monetary policy. 

Secondly, even if further research could establish that the pattern of fluctua- 
tion in velocity of deposits in money market centers during the past two busi- 
ness cycles was not typical of most business cycles, it would still be unwise to 
sanction discriminatory required reserve ratios for Chicago and New York. 
Such a basis for discrimination incorrectly assumes that a tag can be placed on 
those dollars that are most volatile and that if credit expansion is limited in 
volatile centers, the effectiveness of monetary policy will be enhanced. Clearly, 
the facts do not justify such an assumption. The net effect of placing higher 
required reserve ratios on Chicago and New York banks is to lock up a larger 
percentage of their assets in nonproductive funds and hence limit the amount of 
loans and investments possible. This means that Chicago and New York banks 
will not be able to make as many loans as would be the case if lower required 
reserve ratios existed, but it does not mean loans declined in Chicago and New 
York will not be made in other sections of the country. As in the tight money 
periods of 1953 and 1957, loans will be dispersed to other lending centers where 
lower required reserve ratios exist and funds are available. There is no reason 
whatsoever for believing that a borrower will utilize his funds less intensively if 
he acquires his money in Kansas City rather than Chicago or New York. The 
effect of the discriminatory reserve requirements is to place an unjust competi- 
tive disadvantage on 32 banks located in Chicago and New York and to thereby 
shift borrowing to other financial centers. 

The modern money market is nationwide in scope and cannot be compart- 
mentalized into isolated segments in various sectors of the country. Both bor- 
rowers and lenders have access to the modern miracles of transportation and 
communication. Dollars can be transferred almost instantaneously. We can be 
sure that reduced availability of funds in particular areas will not reduce bor- 
rowing activity, but will merely displace and disperse the transactions. De- 
centralization of financing, as our country continues to develop, is a highly de 
sirable trend. But this trend does not justify unfair discrimination against Chi- 
cago and New York financial activities any more than it would justify reclassi- 
fying other major financial centers in the country as central Reserve cities and 
impose on banks therein a higher reserve ratio. 

Finally, it should be recognized that the velocity or turnover of Chicago and 
New York bank deposits is higher than in most centers because of bookkeeping 
transfers incident to financial clearing transactions which are largely planned, 
nonrisk transfers, and is not due to an unusually high rate of payments for 
goods and services. In the main the high turnover reflects check clearing serv- 
ices performed (in large volume with little profit) for out-of-town banks. This 
work, often free from regular service charges, needs to be done in the function- 
ing of an efficient money market, and Chicago and New York banks are organ- 
ized to handle it at minimum cost. Continued higher reserve requirements for 
those centers lessens their ability to perform money market services for out-of- 
town customers on an efficient and minimum-cost basis. 

2. General character of business.—The Federal Reserve Board currently con- 
tends that differences in the character of business of various banks justifies dis- 
criminatory required reserve ratios for those banks. Since required reserves do 
not perform a liquidity function, the liquidity argument is irrelevant and illu- 
sory. Sometimes it is argued that those banks maintaining a high percentage of 
business customers, who tend to utilize their deposits intensively, should be sub- 
ject to higher reserve requirements. But high velocity cannot logically justify 
such discrimination as explained above. Moreover, large corporate deposits are 
today becoming even more decentralized in many banks in different cities be- 
cause of such factors as plant and office location. Higher required reserve 
ratios would thus not have the effect of decreasing the volume of business de- 
posits in the economy as a whole, but would merely cause additional displace- 
ment from one banking area to other banking areas. No material distinction 
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in operations among banks exists today as would reasonably and practically 
warrant higher required reserve ratios for a handful of banks in two of our 
many financial centers. 

Certainly a rational set of reserve requirements cannot conceivably be based 
on the idea that since 32 banks in Chicago and New York have long been dis- 
criminated against, this fact justifies continued discriminatory treatment. We 
are not asking that other banks be subjected to the same penalties, but merely 
that Chicago and New York banks be put on a parity with banks in other finan- 
cial centers. 


Vv. SUMMARY 





In summary; we support the general objectives of S. 1120 and S. 860 but urge 
in addition the elimination of the central reserve city category of Chicago and 
New York and the higher differential reserve requirement thereby imposed on 
certain banks in those cities. The previous and existing discriminatory treat- 
ment accorded Chicago and New York banks cannot be justified on the basis of 
liquidity, size, correspondent bank balances, velocity of turnover, nature of 
business or interference with the function that reserve requirements play in 
executing monetary policy. 


We are impressed by the fact that Chairman William McChesney Martin of 
the Federal Reserve Board also apparently shares our views. On July 17, 
1957, in testimony presented before the House of Representatives’ Committee 
on Banking and Currency, Mr. Martin stated in reply to a question that in his 


judgment there is no good reason today for setting aside Chicago and New York 
as central Reserve cities. 

The basic function performed by required reserve ratios is to provide a ful- 
crum for use in effectuating monetary policy. It is essential that any change 
in required reserve ratios not interfere with that role. Our proposal would 
preserve the ability of the Federal Reserve System to execute a flexible mone- 
tary policy and would at the same time remove unfair discrimination against 

2 banks in the cities of Chicago and New York. 

The Cuatrrman. Are there any other briefs to be included by these 
witnesses ? ; 

Mr. Saxon. Yes, Mr. Chairman. Before Mr. Zweiner gives his 
summary, with your permission I should like to submit for the rec- 
ord of these hearings a copy of a memorandum dated January 16, 
1959, urging elimination of the central reserve city classification of 
Chicago, a digest of that memorandum, and a draft of a bill which 
would accomplish the elimination of the central Reserve city classi- 
fication from the revised statutes and from the Federal Reserve Act. 

The CuarrmMan. Without objection, that material will be included 
in the appendix to the record. 

(The material referred to will be found in the appendix, p. 139.) 

The Cuarrman. Is there any further material? 

Then we will be glad to hear from Mr. Zweiner. 

Mr. Zwerner. Mr. Chairman, my name is Kenneth Zweiner, presi- 
dent of the Harris Trust & Savings Bank, Chicago, Ill. I am ap- 
pearing before this committee on behalf of the central Reserve city 
of Chicago. The Harris Trust & Savings Bank is one of the 14 cen- 
tral Reserve city banks of Chicago. 

My statement that I have here summarizes our position, particu- 
larly with regard to the elimination of Chicago and New York as 
central Reserve city banks, and it is particularly that. matter that 
constituted the principal part of my statement. I would like just 
to read the summary, Thich is as follows: > a 

In summary, we support S. 1120, including the vault cash objective 
of S. 860, but urge in addition the elimination of the central Reserve 
city category of Chicago and New York and the higher differential 
reserve requirement thereby imposed on certain banks in those cities. 
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The previous and existing discriminatory treatment accorded Chicago 
and New York banks cannot be justified on the basis of (1) liquidity, 
(2) size, (8) correspondent bank balances, (4) velocity of turnover, 
(5) nature of business or (6) interference with the function that re- 
serve requirements play in executing monetary policy. 

We are impressed by the fact that Chairman William McChesney 
Martin of the Federal Reserve Board also apparently shares our views. 
On July 17, 1957, in testimony presented before the House of Repre- 
sentatives Committee on Banking and Currency, Mr. Martin stated 
in reply to a question that in his judgment there is no good reason 
today for setting aside Chicago and New York as central Reserve 
cities, 

The basic function performed by required reserve ratios is to pro- 
vide a fulcrum for use in effectuating monetary policy. It is essential 
that any change in required reserve ratios not interfere with that 
role. Our proposal would preserve the ability of the Federal Reserve 
System to execute a flexible monetary policy and would at the same 
time remove unfair discrimination against 32 banks in the cities of 
Chicago and New York. 

The Cuamman. Do your associates wish to make statements ? 

Mr. Saxon. May I make some comments for the record, please? 

The CHatmrman. Yes, sir. 

_ Mr. Saxon. At the outset, as Mr. Zweiner has stated, we support 
S. 1120 and the vault cash provision of S. 860, which is its only Lpecse 
sion. I do wish to state for the record, however, that the bill, S. 1120, 
is today of no practical significance to the central Reserve c ity ase 
except, perhaps, the theoretical significance of a lowering of the range. 
I say “theoretical” simply because the Board is on rec ord before this 
committee as stating that it sees no need in the future for a reserve in 
excess of 20 percent. Hence, the mere lowering of the maximum reserve 
in the case of the central Reserve city from 26 to 20 percent has only 
theoretical significance today. I do wish to say, however, that I do not 
oppose this provision, because I think, as in the case of other adminis- 
trative limitations, it hasa useful place in the statute. 

I should also like to note that of the many country bankers to whom 
T have spoken of this matter, none has expressed objection to the elimi- 
nation of the central Reserve city classification. Some favor it. A 
good many don’t seem to have a particular interest either way, as 
obviously they are not directly affected. Similarly, the Reserve ‘City 
Bankers Association, as an association, is on record through its board of 
directors as favoring the elimination of the central Reserve city classi- 
fication. 

This would have appeared to have been a propitious opportunity to 
consider this matter, inasmuch as this committee has now had the 
matter of reserve requirements before it for the first time in many 
years. 

I would like to make one further and final comment, Mr. Chairman. 
I do not believe today that the Federal Reserve Board or any member 
thereof can establish any reasonable or substantial basis for distin- 
guishing between the First National Bank of Chicago as a matter of 
character of its business and operations and between the character 
of business and operations of the larger banks in the Reserve cities 
of San Francisco, Los Angeles, Dallas, Detroit, and other cities. 
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Specifically, nowhere in the testimony have I observed a single basis 
of distinction—alleged distinction, let me say—by way of the character 
of our loans, whether they are mortgage, intermediate, consumer, on 
the basis of interbank deposits or otherwise which would justify a 
distinction between us and these similar-circumstanced banks, some of 
which are larger than we are in these other cities. , 

In the matter of the funds which er through the money desk in 
our bank, which I observe frequently, I do not “think any such basis 
of distinction exists. 

I merely want to make this statement for the record, Mr. Chair- 
man: I regret exceedingly that the Board has not seen fit in the current 
circumstances to support the elimination of the central Reserve city 
classification. Similarly, I must say for the record that I would have 
hoped that the American Bankers Association, too, notwithstanding 
the opposition of the board or a majority thereof, I don’t know w hich, 
would have supported this position. It is seldom, in my experience, 
that these banks have come to the ABA for assistance on any matter, 
and particularly a matter of such obvious merit as this proposal. 

Thank you, Mr. Zepremen. 

The CHarrman. Mr. Saxon, do you think there should be any dif- 
ferentiation between countr y banks and Reserve city banks ? 

Mr. Saxon. Mr. Chairman, let me say in answer that in considering 
section 19 of the Federal Reserve Act, we should be moving toward 
uniformity, that the ultimate goal of a feasible and workable system of 
reserve requirements is uniformity. This the American Bankers Asso- 
ciation originally recognized in its brochure. 

The Federal Reserve Board rejects this concept. This isa division of 
opinion for which I cannot account but which does exist. 

There is a provision in this bill which would allow the Board, how- 
ever, to adjust certain inequitable and difficult situations which appar- 
ently in the opinion of the Board do exist in certain central Reserve 
and Reserve cities by:reducing the classification of several of these 
banks, which the Board is unable to do because of its limited power 
under present law. 

I think one of the reasons the Board is before this committee is 
their insistence on adhering to a geographical basis of distinction 
which is long outmoded, and this the Federal Reserve Board continues 
to do in this legislation, by one test if no more, and that is by retaining, 
as it says it will and wishes, the central Reserve city classification. 

The Cuatrman. Is there any validity in the testimony of the witness 
for the Federal Reserve Board that money on deposit in the central 
Reserve bank turns over faster than in the country banks? 

Mr. Saxon. No; I do not believe so. Corporate accounts are dis- 
persed throughout the country today. They are dispersed according 
to location of plant. Our industry is decentralizing today. This is 
desirable; as industry decentr alizes with plants all over the country, 
so do corporate accounts, and the action in these accounts does not vary 
from community to community. 

Let me cite the figures which the Board used yesterday in attempting 
to show a higher velocity of deposits generally in the large central 
Reserve city banks. If one examines those figures in the Federal 
Reserves’ own statement, it will be shown by its own figures that 12 
banks in the Reserve cities have at least an equal velocity in their 
accounts as do the central Reserve city banks. 
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The Cuarrman. Do the central Reserve city banks or any Reserve 
city banks have more turnover in their deposits than the nonmember 
country banks, to give them a little more favorable situation ? 

Mr. Saxon. Not to my knowledge of any significance. 

Mr. Zwerner. I don’t know of any significant advantage they would 
have. 

The Cuatrman. Governor Balderston testified about the maximum 
being double the minimum. He referred to 13 and 26, and urged a cut 
to 20-10. You say there is no significance as to 20. Is there : any sig- 
nificance in the 10? 

Mr. Saxon. As a matter of the lower range, I don’t think this is of 
significance, no, in the higher 

"The Carman. You do not think they would ever do it, is that 
the idea? 

Mr. Saxon. No. Under the present law the Board has the power 
to vary the differential in the case of central Reserve city banks some 
13 points. Under this bill it would have the power to vary the re- 
serve requirements on central Reserve city banks some 10 points. 
The Board insists that it will, or indicates that it will, make such a 
variation if and when, in their judgment, circumstances warrant 
This variation under this new range provision could be as much as 
10 percent. I don’t say it will be, but it could be. 

The CuatrmMan. Mr. Balderston, the witness for the Federal Re- 
serve Board stated that this problem had been under consideration 
for 18 years. We know it has been under serious consideration for 
the last 4 or 5 years. 

Mr. Saxon. Yes. 

The Cnairman. I think it is fortunate that we were able to give 
these two central Reserve city banks an opportunity to put into this 
record their views that the ‘classification of a central Reserve city 
bank is unnecessary and improper. You realize the handicap under 
which members of this committee operate on banking questions when 
we have the testimony of all the Seaieies) agencies of the Govern- 
ment that this bill goes far enough, and we have the endorsement of 
the American Bankers Association that under existing circumstances 
the bill goes far enough. At the same time there will be in this record 
a basis for further study and further discussion, perhaps, among the 
members of the Board. 

You said the Chairman of the Board indicated his belief that they 
did not need this. He did not appear. The Vice Chairman ap- 
peared and testified that they did need it. 

Mr. Saxon. Yes. 

The Cuatrman. Perhaps if another member of the Board had testi- 
fied, he would have testified that the bill went too far. What we have 
is the Board’s official position. 

Mr. Saxon. Exactly. 

The Cc HAIRMAN. So at the present time there is no indication other 
than that this is the considered judgment of the Board. While it 
does not go as far as American Bankers Association would like, they 
think it is a valuable start. 

Mr. SprinKet. Senator Robertson, may I make one comment on the 
argument presented by the Federal Reserve Board ? 

The CHAIRMAN. Yes, sir. 
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Mr. Sprinket. As [ understand their argument, they contend that 
in view of the fact that it can be demonstrated that money turns over 
rapidly in certain money market centers that this justifies higher 
reserve requirements. I would like to point out that it isn’t the level 
of turnover that is relevant, in my opinion, from the standpoint of 
monetary policy but it is the change in that level. It is the rising 
velocity in periods when they are attempting to restrain monetary 
growth that causes them difficulty. If we checked the data on the 
changes in velocity in New York City, which is the only one avail- 
able, over the past two business cycles, it turns out that the changes 
in velocity in that center are less than in other centers in the country, 
so that actually it does not disturb monetary policy so much as in 
the other areas: and secondly, of course, is the obvious fact that I 
think the New York representatives are going to present some data 
to the effect that most of the higher level of turnover is due to the 
money market operations within ‘New York C ity and Chicago. 

The CHatrmMan. The witness for the Board testified that if the 
Board found they were wrong in their assumption, that the velocity 
in the central Reserve cities was not greater than elsewhere, they had 
the power under this bill to make the reserve requirements for the 
central Reserve city the same as the other cities, or with the country 
banks, for that matter. They have that under this bill. Of course, 
you would like to tie them down a little tighter. 

Mr. SPRINKLE. Yes, sir. 

Mr. Saxon. I see nothing in the record of the experience of the 
Board which indicates a disposition to equalize reserve requirements. 
TI wish I did, Senator. If I did, I would not make these comments, and 
don’t hereby wish to be construed as being critical of the Board. I 
think it is reasonable at times to offer proposals. I hope in doing so 
I am not, as some may think, imperiling this bill. We support this 
bill. It is beneficial to the smaller banks. It is beneficial to the Reserve 
city banks because of their vault cash. I just would like that to be of 
record, too. 

I think in this case it is a matter of an anachronistic holdover which 
has such a distinguished and apparently inflexible hold on the staff. 

The CHarrmMan. Any further questions? If not, we thank you very 
much. 

The next witnesses, are representing the New York Clearing House 
Association. We will be glad to hear Mr. Helm, chairman of the 
Chemical Corn Exchange Bank, Mr. Reierson, vice president and 
chief economist of the Bankers Trust Co., and Mr. Pierce, their counsel, 
of Sullivan & Cromwell. Will those gentlemen please come up and 
take the stand. 

The Chair will indicate to them as he did to the other witnesses, if 
they have extensive briefs, they can summarize them, and have per- 
mission to have their briefs or memorandums or tables inserted in 
the record. 

Are there any matters that you would like to have inserted in the 
record before you give your testimony ? 
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STATEMENT OF HAROLD H. HELM, ROY L. REIERSON, AND WILLIAM 
C. PIERCE, NEW YORK CLEARING HOUSE ASSOCIATION 


Mr. Het. Mr. Chairman, we would like to present our brief, “Rec- 
ommendations to the Committee on Banking and Currency, U.S. 
Senate,” by the New York Clearing House Associ ation, dated March 
94,1959. 

The Cuarrman. Without objection, it will be included in the ap- 
pendix to the hearing. 

(The document referred to will be found in the appendix, p. 160.) 

The Cratmrman. The witnesses should identify themselves for 
the record, because they may not be known to the reporter. If you 
will identify yourself. 

Mr. Heim. Mr. Chairman, for the record, my name is Harold H. 
Helm, chairman of the board, Chemical Corn Exchange Bank of 
New York. I represent the New York Clearing House “Association 
at these hearings. 

First, may Ts say that our association urges the passage of S. 1120, 
as we believe it to be constructive and beneficial. We wish to register 
a reservation in regard to part II, and we urge that the bill go 
further than part III by abolishing the classification of central reserve 
cities and thus reduce at this time the number of classifications to 
two. 

We are convinced that the reasons for this additional classification 
are now entirely archaic. We also believe this bill is helpful to our 
economy and the country and its longterm growth. We urge consid- 
eration of our conclusion and views as follows: 

Regarding part I, the New York Clearing House Association en- 
dorses the first provision of S. 1120, namely, “the permissive inclusion 
of vault cash as reserves. 

Because of the absence of specific statutory standards, the associa- 
tion has reservations with respect to the second provision of S. 1120, 
which would grant authority to the Board of Governors to rec ssify 
banks in central Reserve cities and Reserve cities on an individual 
basis. 

As to the third provision, the association endorses the princ iple 
that central Reserve and Reserve city banks should be made subject 
to the identical statutory range of reserve requirements. However, 
the association believes this provision does not go far enough, since 
it would still permit the maintenance of a differential in reserve re- 
quirements between central reserve and Reserve city banks. The 
association therefore urges that the classification of central Reserve 
city banks should be abolished altogether, so that central Reserve 
city banks would become subject ot the same reserve requirements as 
are Reserve city banks. 

In regard to part I, the association’s position is that the new York 
central Reserve city banks are unlikely to be affected to any significant 
extent by this provision, but the New York Clearing House Associa- 
tion nevertheless endorses it because of the belief that the provision 
is fair and equitable and that its enactment would be a constructive 
step for the banking system as a whole. 

Senator Busn. Where are you reading from, Mr. Helm? 


Mr. Herm. That is on page 2, C. The association’s position is set 
forth there. 
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In regard to part II, you are familiar with this problem. I would 
like to read from paragraph C, Lack of Standards. 

The criterion to be applied by the Board, under this provision, is 
tie “character of business” of the bank. There are no established 
standards for evaluating the “character of business,” but presumably 
the Board will consider the volume of interbank deposits and the 
turnover of deposits, among others. This provision is likely to pose 
continuing administrative problems for the Board. 


. - 


D. ASSOCIATION’S POSITION 


The association has reservations about making so broad and ill 
defined a standard the guide for decision. The absence of established 
criteria and the resulting wide latitude for administrative discretion 

vause the association to have further reservations because of the 
possibility that at some future time this provision could lead to 
discriminatory treatment mone banks of the same general character. 

In regard to part III, S. 1120 provides that for the central Reserve 
city bi inks, the reserve ee against net demand deposits are 
to have a ceiling of 20 percent and a floor of 10 percent instead of 
the 26 and 13 percent, respectively, established under present law. 
The proposed limits are identical with those now in effect for Reserve 
city banks. 

The New York Clearing House Association endorses the principal 
implied in making the central Reserve city banks subject to the same 
range of reserve requirements as the Reserve city banks. However, 
the association believes the present provision of 'S. 1120 does not go 
far enough; it would still permit the Board of Governors to estab- 
lish and maintain higher reserve requirements for banks in New York 
and Chicago than for banks in Reserve cities. 


RECOMMENDED REVISION 


Our association believes that the central Reserve city classification 
should be abolished, that New York and Chicago should be classed 
as Reserve cities, that member banks in New York and Chicago 
(except those granted a lower classification by the Board) should 
be made subject to the same reserve requirements as Reserve city 
banks, and that S. 1120 should be revised to achieve these objectives. 

The results of this ¢ adoption. The adoption of this recommenda- 
tion would establish two geographical classifications of banks with 
reserve requirements ranging as you are familiar. 

I would like at this time to read for the record, Mr. Chairman, a 
letter which I have brought with me and which is addressed to you 
by Mr. G. Russell Clark, superintendent of banks of the State of 
New York. 


Dear SENATOR ROBERTSON: I am writing to you with respect to the above bill 
now pending before your committee. 

As superintendent of banks in one of the two States in which is located a 
central Reserve city, I am very much interested in the elimination of the central 
Reserve city classification on the ground that it is unnecessarily discriminatory 
against those few of the banks under my supervision which are located in that 
area of New York City to which the central Reserve city classification is appli- 
eable. While this classification may have had a historical justification when 
banks in other localities were required to maintain reserves in certain cities desig- 
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nated as central Reserve cities, this discrimination appears to be no longer 
justified under present conditions. The proposed bill, in changing the minimum 
reserves required of central Reserve city banks from 13 percent to 10 percent 
so that such reserves might fluctuate between 10 percent and 20 percent as in 
the case of Reserve city banks, rather than 13 percent to 26 percent now 
applicable is a step in the right direction. However, the power remains to 
continue the difference in reserve requirements between the banks in New 
York City and other banks throughout the Nation (exclusive of Chicago). 

I would strongly urge that the bill be amended to eliminate this discriminatory 
classification. 

With your permission, I would like to hand this to the chairman. 

The CuatrMan. That will be in the record. 

(The letter referred to follows :) 

STATE OF NEW YORK, 
BANKING DEPARTMENT, 
New York, N.Y., March 20, 1959. 
Re 8. 1120. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Senate Banking and Currency Committee, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR ROBERTSON: I am writing to you with respect to the above 
bill now pending before your committee. As superintendent of banks in one of 
the two States in which is located a central Reserve city, I am very much in- 
terested in the elimination of the central Reserve city classification on the 
ground that it is unnecessarily discriminatory against those few of the banks 
under my supervision which are located in that area of New York City to which 
the central Reserve city classification is applicable. While this classification 
may have had an historical justification when banks in other localities were 
required to maintain reserves in certain cities designated as central Reserve 
cities, this discrimination appears to be no longer justified under present con- 
ditions. The proposed bill in changing the minimum reserves required of 
central Reserve city banks from 13 to 10 percent so that such reserves 
might fluctuate between 10 and 20 percent as in the case of Reserve city 
banks rather than 138 to 26 percent now applicable is a step in the right 
direction. However, the power remains to continue the difference in reserve 
requirements between the banks in New York City and other banks throughout 
the Nation (exclusive of Chicago). 

I would strongly urge that the bill be amended to eliminate this discriminatory 
classification. 

Yours very truly, 
G. RUSSELL CLARK. 

Mr. Heim. In conclusion, the New York Clearing House Associ- 
ation supports the objectives of the Board of Governors of the Fed- 
eral Reserve System, as expressed in the Board’s endorsement of S. 
1120. We believe that seand and sufficient reasons exist for the enact- 
ment of this bill. The bill as currently drafted would permit the 
continuation of one material inequity, namely, the differentiation 
between central Reserve cities and Reserve cities. We strongly urge 
that this distinction be abolished. A more detailed discussion of this 
particular problem, together with the detailed supporting facts and 
considerations, are given in our brief and will be presented by Mr. 
Reierson. 

The CuHatrman. Before the next witness testifies, we might see if 
any member wishes to ask any questions. The Chair recognizes the 
Senator from Wisconsin. 

Senator Proxmire. No questions. 

The Cuatrman. The Senator from Connecticut. 

Senator Busu. Mr. Chairman, I am sorry that I have not been 
able to sit with you on these hearings, but I am glad I could be here 
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to hear Mr. Helm, whom I have known for many years as one of the 
outstanding bankers in the New York community. 

Mr. Helm, is it not true that the differential of which you complain 
is an mame tt or was an outgrowth, when it was established, of the 
fact that the New York banks, and the Chicago banks, too, were large- 
ly used as depositories for other interior banks? Having that excess 
of deposits, being a banker’s bank, so to speak, was the original justi- 
fication for the difference in reserve requirements between these banks 
and the other Reserve banks. Isthat mght? 

Mr. Heim. That is absolutely true. 

Senator Busn. That is the historical reason ? 

Mr. Heim. That isthe traditional reason. 

Senator Busn. Is it not also true that conditions have changed sub- 
stantially? These big city banks, that is to say, New York and Chi- 
‘ago, While they still retain deposits from interior banks, are nowhere 
near the same proportions? Is that true? 

Mr. Heim. That is absolutely true. May I point out that on page 
22 of our brief it shows the ranking of central Reserve and Reserve city 
banks by percentage of demand deposits due to domestic banks and 
this shows that there are 21 banks ranking ahead in this percentage 
group of Chicago and that 36 banks rank ahead of New York. I 
wish, Senator Bush, that we still had as high a proportion of inter- 
bank deposits as we once had, but we have been losing them fast, 
percentagewise. 

Senator Busu. Would you care to advise the committee why you 
think there has been that change in the habits of the interior banks? 

Mr. Heim. Well, since 1917, when the Federal Reserve really, went 
into its final stage, the reserves carried with us by member banks have 
not been classified as legal reserves, and so as a result, the reserves 

carried with all cor repondent banks are really working balances, and 
these working balances are now reduced toa minimum. Actually, our 
interbank deposits fluctuate very little. They fluctuate much less than 
our deposits in other categories, beeause these are working balances, 
and I assure you the banks of the country have learned to work them 
hard. 

Senator Busn. At the present time, then, there is no justification for 
the difference in the reserve requirements of the big city banks and 
the other reserve banks on the original basis that these big banks 
are not as conservative in their lending habits as the interior banks. 
Would that not be a logical conclusion ¢ 

Mr. Heim. No, I don’t think that would be a logical conclusion. 

Senator Busu. My point is that the differenti: al can hardly be justi- 
fied on any other basis since the original basis for its existence has 
disappeared. The only other basis for justification of differential in 
reserve requirements would be that one needed more protection in 
the form of reserves than the others. It would seem to me with all 
respect to the country banks, so-called, that if there were to be any 
differential, it would be the reverse of that. Do you see what I mean? 

Mr. Heim. I see what you mean. Iam sure 

Senator Busu. In other words, without attempting to claim that 
the Chicago and New York banks are any more conservative in their 
lending habits, and in their commitments, it would seem as though 
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they could be judged to be just as careful in the lending and commit- 
ting of their deposits as the interior banks. Is that true? 

Mr. Heim. That is exactly right. 

Senator Busu. And all that you are seeking to do, then, in proposing 
this change is to have the Congress recognize » that fact and place them 
on an equal competitive basis with the interior banks so as not to 
tie up reserves unnecessarily nor in excess of what other banks tie up, 
is that right ? 

Mr. Hevm. That is exactly right. We only wish to modernize a 
provision of the law that has become arch: Lic because of dev elopments. 

Senator Busu. Mr. Chairman, I am glad that Mr. Helm brings this 
out. I know that there has been a feeling in the banking world for 
a long time that this provision is really archaic. It no longer serves 
any useful purpose, it is discriminatory in its nature, and I cert tainly 
hope that the committee will read these witnesses’ testimony and make 
the appropriate change. 

The Cuatrman. The chairman can say that the Federal Reserve 
Board did not claim that as of now it was necessary to draw this dis- 
tinction. But they did say they wished to keep the possibility of draw- 
ing a distinction to meet some future emergency if it should arise. 
The best indication is that the Board plans to treat both the Reserve 
city banks and the central Reserve city banks on the same basis with 
respect to reserves. But they want the power to differentiate, if we 
were in a period of flux, let us say. If we were moving into some 
unusual inflationary movement or something that may upset the 
balance. 

Senator Busu. I may say, I missed the early part of these hearings 
and I missed the administration witnesses, but did not the Federal Re- 
serve Board, did not Mr. Martin testify in favor of changing these 
classifications ? 

The CuarrMaNn. No, the Board testified against the change that they 
are asking. Mr. Martin was not here. He sent Mr. Balderston. 

Senator Busu. Maybe you can straighten me out on this. On page 
4 of the testimony of these witnesses they say 

The New York Clearing House Association is in complete agreement with 
Chairman William McC. Martin, Jr., of the Board of Governors of the Federal 
Reserve System when he stated on July 17, 1957, before the Committee on Bank- 
ing and Currency of the House of Representatives, that in his judgment there was 
no good reason why New York and Chicago should be set aside as central Re- 
serve cities. 

The Crratrman. There was no testimony that that was the 1959 view 
of Mr. Martin. He sent his Vice Chairman here to present the views 
of the Board, and he wrote us on January 22,1959. His letter appears 
in the record on page 7. 

Mr. Heim. Mr. Chairman, may I call your attention to page 19, at 
the top, which refers back to 1957 as you have indicated there, but it 
does give Mr. Martin’s testimony. 

The Cuarrman. Yes, that is the point. 

The Senator from New York wishes to inquire. 

Senator Javirs. Mr. Helm. As the Senator of your State, a mem- 
ber of this committee, I welcome you and your colleagues who are here 
today. I know something about this matter, and I favor very much 
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the bill for which you are testifying which will give flexibility and 
authority without imposing discrimination. 

I would like to ask you this question, and I know of few people 
who are better able to answer it: There still is a feeling in the Senate 
that great cities, like New York, somehow or other, draw tribute from 
other parts of the country by virtue of the fact that we are the bankers 
and they are the borrowers. This, it seems to me, is a very archaic 
notion which goes back a good many decades. Nevertheless it persists 
and we hear it all the time. I would like you, if you would, Mr. Helm, 
to explain, if you can, just what is the position of New York today in 
the banking world. Is it as dominant as it was? Because, after all, 
this bill bears upon that very question. Can it fairly be said, or 
is it unfair to say, that New York is the banker and draws tribute from 
other parts of the country. 

Mr. Heim. Senator Javits, what you say is historical. It is no 

longer true. I think the change has largely been brought about by 
the dispersion of deposits over the country due to the decentralization 
of industry with the building of other cities which have become great 
money centers in the country and also great industrial centers in the 
country. I am sure we have figures which I do not have available— 
»robably Mr. Reierson may have available here—to show just what 
oss New York has had as a money center. But we do not have any- 
thing like the percentage of total banking business, and I am talking 
about deposits now that we once had. We still have, I would say, 
larger than our share of the loan business of the country, because in- 
dustry over the country does come to New York and lean on New York 
more for the financing of major business expansion. - 

Senator Proxmire. Mr. Chairman, will the Senator yield at this 
point ? 

Senator Javrrs. Yes, sir. 

Senator Proxmire. On page 8 there is a table that shows how de- 
mand deposits are distributed between the New York and Chicago 
Reserve city banks and country banks. It seems to me it is startling 
that there has been a very sharp drop of concentration in New York 
since 1933. It is also extremely interesting to me that the point made 
by the Chairman is, it seems to me, borne out somewhat in this chart. 
It shows in 1923 New York had only 25 percent of the demand de- 
posits. In 1933 it went up to 38.7 percent and then dropped to 20 
percent. 

We do have this fluctuation which seems to me to suggest we might 
in the future have a return of what we had in 1923 and 1933, a con- 
centration in the two central Reserve cities, a concentration which 
might lead the Federal Reserve Board to feel that they can best in- 
fluence the economy, bear out their monetary policies, by discrim- 
inating. 

Is there some permanent change that has developed between 1933 
and 1958 which you are quite certain is unlikely to be eliminated in the 
future that would lead us to think that New York and Chicago to- 
gether will not continue to have the dominant position they have 
had in the past? : 

Mr. Heim. May I suggest Mr. Reierson answer that ? 

Mr. Reterson. I would not attempt to speak on behalf of Chicago. 
We have looked at New York’s relative position in great detail. The 
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Clearing House Association has a special committee which has in 
preparation a report tracing the proportion of total deposits held in 
New York back for a good many years. That evidence supports this 
table; it shows a downward drift in the percentage, and there is no 
evidence of reversal, nor do I see anything in the situation, quite 
frankly—and this is very disturbing to us—to suggest that the per- 
centage in New York will reverse itself. What has happened, quite 
clearly, is that industrial and population growth in other areas has 
proceeded much faster than it has in the immediate area of New York. 
Business concerns have grown larger. They have moved their depos- 
its or a part of their deposits into the areas in which their plants are 
located. This has meant a more rapid rise in the size of banks in 
the Reserve cities. 

This diminution in the percentage of New York in the banking 
area reflects basic and underlying economic trends which I think are 
very unlikely to be reversed. 

Senator Javirs. Allow me, Senator. Mr. Reierson, is it a fact, for 
example, that on the Pacific coast where we have the Bank of Amer- 
ica we have one of the greatest growths in that very same period in 
resources and financial power and lending power. Is that correct? 

Mr. Rererson. Absolutely correct. 

Senator Javits. Can you tell us where, in terms of aggregate de- 
posits, the Bank of America now stands as compared to the New York 
banks ? 

Mr. Rererson. In aggregate deposits it is far larger than any New 
York bank. 

Senator Javits. That includes any one of them ? 

Mr. Rererson. Any single New York bank. 

Senator Javits. And this is a fundamental economic change in the 
country ¢ 

Mr. Rererson. I believe so. And you are 100-percent correct. If 
you look at deposit growth by areas, you find that some areas, like the 
Far West, the Southwest, Texas, have shown very dynamic growth. 

Senator Proxmire. Has this situation been influenced to any sig- 
nificant degree, in your judgment, by the discrimination in Reserva 
requirements as exercised by the Federal Reserve Board by the fact 
that the central Reserve cities have been required to keep higher 
reserves ? 

Mr. Rererson. Oh, I think that is a factor, but frankly, I would 
not say that it is the major factor in the face of these underlying 
economic conditions. The competitive position of New York, and its 
ability to share in lending operations, have been adversely affected, 
and therefore this discrimination is a factor, but quite frankly, it is 
not the basic factor. Nor would the removal of this discrimination 
reverse this trend. 

Senator Javrrs. Mr. Reierson, it is a fact, is it not, that if we re- 
moved this discrimination we would make available more credit which 
is now tied up in reserves? Is that not so? 

Mr. Rierson. That is correct. You would improve the position in 
New York somewhat. That is correct. 

Senator Javrrs. And you make available more lending power on 
the part of New York banks which is now denied not only to them but 
to the country banks? 
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Mr. Rererson. That is correct. 

Senator Javirs. I will ask Mr. Helm, whom I am happy to know 
very well, a question. We hear constantly on the floor here, from 
some of our Southern colleagues, for example, who say that the coun- 
try banks are always paying tribute to New York. 

The concept of ‘that is that New York was really without serious 
competition in decades gone by and, theoretically, at least, could de- 
mand anything it please ‘d for lending money. "he fact is that the 
very things-you are testifying to demonstrates that that is no longer 
so. Is that not true? 

Mr. Heim. That is true. 

Senator Javits. New York is in a highly competitive lending mar- 
ket and it has to compete not only with Chicago, but with the Pacific 
coast and Dallas, Tex., and many other cities. 

Senator Douerias. And Chicago finds itself in an equally difficult 
situation. 

Senator Javits. I must say to my colleague from Illinois it has been 
one of my disappointments ‘that T have not been able to join him on 
water diversion, because on so many issues I have felt we have such a 
great identity of interest. The big cities, such as Chicago, are mis- 
judged by theories which are based upon frivolous concepts that are 
decades old but persist in American social thinking, notwithstanding 
that the country has completely passed them by. That was what I 
Wi as trying to nail down with my questions, Mr. Helm. 

I thank my colleague. 

Mr. Het. There is no question but what other money centers have 
gained tremendously. Our figures, I think, will show this in this 

rief. 

Senator Frear. Mr. Chairman? 

The CHarrMANn. Senator Frear. 

Senator Frear. I think the colloquy that has just taken place does 
demonstrate something, too, that in dollars and cents both the Chicago 
and the New York markets have grown. The percentage may be the 
only difference. 

Mr. Heim. That is right. We have grown. The percentages are 
very different, as you will see on page 8 that shows that. 

Senator Javirs. Yes, page 8. 

Senator Frear. I just did not want the record to indicate that the 
Senator from New York had demonstrated that there was any less 
money in Chicago and New York now than there was 20 or 30 or 40 
years ago. 

Senator Javirrs. Mr. Helm, I agree with that, but is it not a fact 
that, as we estimate the banking situation in the country, it is a rela- 
tive thing? We cannot estimate it strictly on the numbers of dollars 
and cents we have, is that correct ? 

Mr. Heim. That iscorrect. Also, Senator Javits, may I say that in 
New York we do not feel whipped, but we do feel that this ‘inequity 
should be wiped out and that now is the proper time to wipe it out 
when it is really archaic and not at all in accord with the original 
reason for establishment. 

The Caiman. In line with the suggestion of the Senator from 
Delaware, you have given us a brief and you list 51 Reserve city banks 
on pages 22 and 23. Then you give the total interbank deposits in Re- 
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serve city banksasa group. This is $6,505 million that is due to other 
banks. The list also shows that in the banks in the two central Re- 
serve cities, New York and Chicago, the interbanks deposits amount 
to $4,137 million. 

In the brief we put in the record yesterday, studies made by the 
Federal Reserve Board, I call your attention to a paragraph on page 
54. It reads as follows: 

Because of the amounts of funds handled by city banks and their ready access 
to central money markets, it is economical for them to determine their reserve 
position precisely from day to day and to lend out any excess reserves through 
the markets for liquid funds, including Treasury bills, call loans, and sales of 
Federal funds. Thus, the amount of their resources tied up in nonearning 
assets is limited to their actual legal reserve requirements, as distinguished 
from banks that usually hold excess reserves or balances with other banks in 
addition to their legal requirements. The higher reserve requirement to some 
degree offsets the special benefits that these large banks in central money 
markets have in not needing to carry as high a proportion of other nonearning 
assets as other banks and, also, for purposes of monetary regulation, limits 
their ability to expand credit. 

Would you care to comment on that 4 

Mr. Heim. Mr. Reierson, will you take that? 

Mr. Reterson. Senator, if you would kindly turn to page 16 of our 
brief, you will find at the top of the page a table showing some data 
by which we attempt to measure the relative ability of central Re- 
serve city banks and Reserve city banks to put their funds to work. 
This table shows their required reserves and the amounts of their 
excess reserves. In addition, the excess reserves, which are the funds 
they have not been able to put to work are presented as a percentage 
of the required reserves, 

You will note that for the central Reserve city banks, the propor- 
tion of excess reserves to required reserves is seven-tenths of 1 per- 
cent, which is very small indeed. For the Reserve city banks, 
however, it is still only 1. 1 percent, or not much greater. 

The big problem here is not between the central Reserve city banks 
and the Reserve city banks, all of which in the aggregate are large 
enough to achieve efficient utilization of their funds, but rather be- 
tween these two groups on the one hand and the country banks on 
the other. This table shows that for the country banks, excess re- 
serves are 9 percent of required reserves. 

We are not here suggesting the elimination of all differentials. We 
are simply saying that banks that are in so mi iny respects similar, as 
are the central Reserve and the Reserve city banks. should be treated 
alike for reserve purposes, and we think this table is pertinent in the 
light of the Board’s comment. 

The Cuamrman. What you are saying is that the Reserve cities in 
a way do have an advantage over the country banks, and you do not 
mind a continuation of separate treatment between count ry banks and 
Reserve city banks. But you do not think that should be further 
refined by ‘distinguishing between the 49 Reserve city banks, and 
New York and Chicago. 

Mr. Rererson. That is correct. 

Senator Busn. May I ask a question right there, Mr. Chairman? 

The CuarrMan. Yes, sir. 

Senator Busn. As long as we are on this subject, what justification 
do you see for the differentiation between the Reserve city banks and 
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the country banks at the present. time; in the light of recent events and 
current history right now? How do you justify that ? 

Mr. RerersoNn. Senator, that isa very good question. 

Senator Busn. That isthe reason I ¢ eed it. 

The CuarrMan. I am very glad he asked it. 

Mr. Rererson. As you know, the American Bankers Association, 
in its report, arrived at the conclusion that a geographic basis w as 
an inept and inappropriate one upon which to base differences in 
reserve requirements. 

I am not now speaking on behalf of the New York Clearing House 
Association, but I would express it as my personal view that geography 
is indeed a troublesome and not too sophisticated criterion. 1 think, 
frankly, we should do better. So does the Federal Reserve. But 
nobody has yet been able to devise an alternative system of reserve 
requirements that would convince the people who need to be convinced 
to have it enacted. I would simply say that while I agree in principle 
that a geographical distinction is bad, I think there are differences 
between the country banks on the one hand, and these other two 
classes of banks on the other hand, which are rather significant. 
Therefore, I am not urging that we go aJl the way but that we simply 
eliminate the one obvious case where the distinction is most inap- 
propriate. 

Senator Busu. I know you are not urging it, but as long as we are 
on the subject, I wanted to get your personal views on that for the 
record. It is a little bit hard for me to reconcile that wide a differ- 
ence in potential in reserve requirements between the country banks 
and the Reserve city banks in the light of modern conditions. It 
suggests that the country banks are more conservative in their lending 
habits or in their habits of committing funds than the Reserve city 
banks are, which I doubt very much is the case. 

Mr. Heim. Senator Bush, I do not believe it would be on the basis 
of more conservative loan policies or more conservative loan analyses. 
I think this is a case of where it really is not as easy for them to keep 
their money invested as it is for the Reserve city banks, including the 
central Reserve city banks. 

The one thing that amazed me is that. Chicago does a better job 
than New York. Senator Douglas, that is one of the first questions 
you asked this morning. 

Senator Doveuas. Yes. 

Senator Busn. May I say what you think about geography is very 
well pointed up by Senator Javits’ inquiry about the Bank of America, 
which is the biggest bank. Yet New York and Chicago are both at 
a very serious disadvantage with the Bank of America. 

Senator Doveras. I wonder if my good friend from Connecticut 
would yield to permit me to ask him a question. 

Senator Busn. I would be delighted to. I am nota witness here. 

Senator Doveras. I would like to inquire whether this sophisti- 
cated “feeler” which you put out that all distinctions between various 
types of banks be abolished was oreparatory to a move to reduce 
= ratios all around the board for a minimum of 7 to a maximum 
of 14 

Senator Busn. I say to my good friend, whose mind is always keen, 
if not suspicious, that I had given no prior thought to the question 
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that I asked. I only asked it as a matter of curiosity as long as we 
were on the subject. And Mr. Reierson was making such a good wit- 
ness I thought I would like to see what he had to say about that. 

Senator Dove.as. I am not a psychiatrist, so I am not going to 
probe your unconscious, but it is interesting. 

Senator Busu. I have no motive. I am not for it; I am not against 

it. Curiosity is the only reason I brought the question up. 

The Cuaman. Mr. Reierson wants to make a statement, does he? 


STATEMENT OF DR. ROY L. REIERSON, NEW YORK CLEARING HOUSE 
ASSOCIATION 


Mr. Rererson. Mr. Chairman and gentlemen of the committee, for 
the record, my name is Roy L. Reierson. I am vice president and 
economist, and a member of the senior management of Bankers Trust 
Co., New York City. I am appearing before the committee on behalf 
of the New York Cieari ing House Association. 

Mr. Helm has stated the position of the association with reference 
to the three matters covered by S. 1120. With your permission, Mr. 
Chairman, I should like to present briefly some of the reasons why the 
New York Clearing House Association believes that the central Re- 
serve city classific ation should be abolished and that New York and 
Chicago should be classified as Reserve cities. May I comment on a 
few points that I think are pertinent to this discussion ? 

The first bears upon the question you raised as to the position of 
the Federal Reserve Board in this matter. Frankly, we have diffi- 
culty understanding the position of the Board with reference to the 


continuance of the central Reserve classification for two m: ajor rea- 
sons, and these have to do with the details of our argument. 


CONCURRENCE WITH BOARD'S OBJECTIVES 


Our first uncertainty or source of confusion is that we believe our 
proposals to classify New York and Chicago as Reserve cities is in 
complete accord w ith the broad objectives of the Board of Governors 
in sponsoring this bill, as those objectives were expressed in the state- 
ment submitted on behalf of the Board before this committee 
yesterday. 

The Board’s statement describes, as one of its objectives, that of 
“removing from the present laws some structural inequities,” and we 
believe that our proposal would further this very goal. 

The Board also notes that “far-reaching changes in the law are 
not necessary,” and our recommendation is consistent also with this 
criterion, as my subsequent remarks will indicate. 

Moreover, our proposal would be in line with the Board’s inten- 
tion not to make “any radical changes in the existing system of re- 
serve requirements that would have an important bearing on monetary 
policies.” 

And, finally, we agree with the Board’s position that “any changes 
in the general level of reserve requirements must be made only grad- 
ually and in relatively small steps in order to avoid undesirable dis- 
tur bances to credit markets, conthets with appropriate monetary pol- 
icies, and undue upsets to long-established competitive relationships 
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and banking practices. In order to provide for future contingencies, 
authority to vary requirements over a fairly wide range needs to be 
retained.” 


FUTURE EMERGENCY 






Our second reason for finding it difficult to understand the Board’s 
position is that we are unable to visualize what sort of future emer- 
gencies might arise which would require the maintenance of the Re- 
serve city.classification. 

We hold; to the contrary, that the retention of the central Reserve 
city classification is not required as a safeguard against whatever 
uncertainties the future may bring, putting to one side a national 
catastrophe, which nobody can appraise. 

The Board of Governors, if our proposal were adopted, would con- 
tinue to have the authority to increase reserve requirement for New 
York and Chicago to 20 percent, which is their proposal. We do not 
propose any change in their recommendation. Except for a na- 
tional catastrophe, the likelihood of developments in money and 
credits taking a course that could not be dealt with under the proposed 
system of reserve requirements, including the adoption of the recom- 
mendation of the New York Clearing. House Association, appears 
most remote. 

If the recommendation of the association were adopted, the Federal 
Reserve would still have authority to increase reserve requirements by 
about $314 billion. This would have no bearing upon the ability of 
the Federal Reserve to cope with, for example, an influx of gold. 
There was a problem in the thirties when, as you gentlemen well re- 
member, the United States received enormous amounts of gold from 
all over the world. This gold inflow was the phenomenon that 
prompted the provision now in the statute, which authorizes the 
Board of Governors to raise reserve requirements to twice their mini- 
mum statutory level. 

Today important economic forces are operating against an inflow 
of gold. In the calendar year 1958 we lost $2.3 billion; world con- 
ditions are far different from what they were in the thirties or in the 
early postwar period. 

So, with its ability to increase reserve requirements, under its plan 
and ours—and we are in agreement on this—the Federal Reserve could 
raise requirements by $3.5 billion to absorb an equivalent amount of 
gold. Should such an amount of gold be imported, our gold stock 
would return to the alltime record that prevailed after World War 
IT, when the whole world was in chaos. 

Moreover, unlike the thirties, the Federal Reserve today has huge 
holdings of securities in the open market account—some $25.5 billion. 
All the gold in the free world outside the United States, including 
that with the international monetary agencies, is estimated at less than 
$20 billion. 

For these reasons, we are quite at a loss to understand why our 
recommendation should have any impact, significance or bearing upon 
the ability of the Federal Reserve to cope with future contingencies. 

May I beg your indulgence, Mr. Chairman, for a few more minutes. 
The Cuairman. You may proceed. 
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Mr. Rererson. Turning to the specifics, we have a number of rea- 
sons to support our position. The statistical data and other evidence 
are presented in some detail in part 3 of the brief submitted by the 
New York Clearing House Association; I shall therefore limit myself 
to a review of the major points. 


OBSOLESCENCE OF PRESENT CLASSIFICATION 


The present classification of central Reserve city and Reserve city 
banks is obsolete and should be eliminated. The threefold classifica 
tion of member banks into central Reserve city, Reserve city a 
country banks was first established under the National Bank Act, 
which permitted commercial banks, except those in central Reserve 
cities, to hold a portion of their reserves on deposit with correspond- 
ent banks. Under these arrangements, higher reserve requirements 
for banks in the financial centers were deemed appropriate. This 
threefold classification was carried over into the Federal Reserve Act, 
inasmuch as during the early years of the Federal Reserve Sy stem, 
Reserve city and country banks were permitted to hold a portion of 
their reserves on deposit with national banks in central Reserve cities. 

Beginning in 1917, member banks of the Federal Reserve System 
were “required to hold all their reserves on deposit with Feder al Re- 
serve banks. This change removed the original reason for the geo- 
graphical classification of commercial banks and for higher reserve 
requirements for the central Reserve city banks than for the Reserve 
city banks. Nonetheless, the distinction has been maintained for 
more than 40 years after its historical justification disappeared. 

With the development of the Federal Reserve System, the concept 
regarding the essential function of bank reserves has changed. No 
longer are reserves considered as contributing importantly to bank 
liquidity and bank solvency. Rather, their function is to serve as a 
tool of credit policy. 

Liquidity depends upon the type and maturity distribution of 
secondary reserve assets; reserve requirements are of little real help 
in achieving liquidity in practice. Furthermore, one of the functions 
of the Federal Reserve System is to prevent cumulative pressures on 
liquidity in the banking system; this is achieved by making funds 
available to banks that face unexpected withdrawals of deposits. The 
solvency of a bank depends basically upon the quality of its assets, and 
upon the judgment exercised by the bank’s management in its lending 
and investing operations, rather than upon the reserve requirements 
to which it is subject. 

In any event, the amount of reserves that would be released by the 
classification of New York and Chicago as Reserve cities is so small, 
relative to the size of the member banks that would be affected, as 
to have no significant bearing either upon the liquidity ratio or upon 
the ratio of capital funds to risk assets in these banks. 

The association’s proposal would not reduce the effectiveness of 
reserve requirements as a tool of credit policy, nor would it impair 
the effectiveness of other tools of credit policy, such as open-market 
operations and changes in the discount rate. 
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GROWTH OF RESERVE CITY BANKS 


Moreover, not only have the original reasons and justifications 
for the central Reserve city classification inherited from the 19th 
century long since become obsolete, but in addition, the great trans- 
formation that has occurred in the commercial banking business in 
recent decades has made the continuance of this classification alto- 
gether inappropriate and inequitable. Banks in the Reserve cities 
have been growing more rapidly than banks in the central Reserve 
cities; the Sharp increase in their size has permitted them to add new 
eee new departments, and new activities. As a consequence, 
the Reserve city banks have become increasingly competitive with 
the banks in the central Reserve cities for available banking business. 
As a result, the differences in the functions and operations ‘of central 
Reserve city and Reserve city banks have in many important respects 
become blurred over the years. 


EMPLOYMENT 





OF FUNDS 


Banking statistics show that the Reserve city banks are able to 
put their short-term funds to work with about as high a degree of 
efficiency as are the largest of the banks in New York and C ‘hic ‘ago. 
That the former are not at a disadvantage relative to the central 
Reserve city banks is indicated also by the fact that they consistently 
earn a higher rate on their capital funds than do the central Reserve 
city banks. 


HANDLING THE 






TRANSITION 


Adoption of the proposal of the New York Clearing House Associa- 
tion would reduce required reserves of the central Reserve city banks 
by about $400 million. The reserves thus released comprise only 
about 2 percent of the $18 billion of total member bank reserves: 
weekly changes of as:much as $300 to $400 million in reserve factors 
such as “float” and money in circulation are not uncommon. Coping 
with the released reserves would be comparatively simple, since the 
amount and timing of the funds released could be forecast very 
accurately. 

An obvious way for the Federal Reserve to minimize the money 
market impact of releasing reserves would be to make offsetting 

sales out of the System’s open market account, which currently 
amounts to about $25.5 billion. The transition could be smoothed 
even further by eliminating the central Reserve city classification not 
immediately, but at some specified future date. This would give the 
Federal Reserve an opportunity to reduce reserve requirements for 
the New York and Chicago banks to the level of the Reserve city 
banks through a series of ‘small steps, thereby spreading the relea 
of reserves over a period of weeks or months. The association’s owe 
posal to abolish the central Reserve city classification is consistent 
with steps taken by the Federal Reserve in recent years toward 
narrowing the differential in reserve requirements between the central 
Reserve city and the Reserve city banks. 




















MEMBER BANK RESERVE REQUIREMENTS S87 
POSITION OF RESERVE BOARD CHAIRMAN 


The present Chairman of the Board of Governors of the Federal 
Reserve System, William McC. Martin, Jr., in testimony before the 
Committee on Banking and C urrency, House of Representatives, on 
July 17, 1957, stated that he knew of no good reason why New Y ork 
and Chicago should continue to be set aside as central Reserve cities. 

Mr. Chairman, in the course of discussion with the Federal Reserve 
and in reading the Federal Reserve brief, it seems to me that there 
are really three basic conditions underlying their philosophy as to 
the reason for the segregation of New York and Chicago as central 
Reserve cities. One problem relates to the interbanking deposit 
problem. The second is the velocity of turnover. The third is the 
character of deposits. 

INTERBANK DEPOSITS 


Holdings of interbank demand deposits do not justify the imposition 
of higher reserve requirements for central Reserve city banks than 
me” Reserve city banks, for a number of reasons. 

. Reserve city banks as a group have much larger aggregate hold- 
ings of interbank demand deposits than do the combined central Re- 
serve city banks. As of the latest call date (September 24, 1958), the 
Reserve city banks held $6.5 billion of demand deposits of domestic 
banks, or 57 percent more than did the central Reserve city banks. 
If demand deposits of foreign banks are included, the total for the 
Reserve city banks rises to $6.8 billion, about 28 percent larger than 
total interbank deposits of the central Reserve city banks. 

The amount of interbank demand deposits has in recent years 
been growing more rapidly in the Reserve city banks than in the 
wee Reserve city banks. 

There are a great many Reserve cities in which holdings of 
Saneaia interbank demand deposits, relative to total demand deposits, 
are larger than in the central Reserve city banks as a group. For 
example, as of the latest call date for which data are available, 35 
Reserve cities had a higher percentage than New York and only 14 
had a lower percentage. 

4. Under the National Bank Act and in the earliest stage of the 
Federal Reserve, a substantial portion of the domestic interbank de- 
mand deposits held by the central Reserve city banks doubtless rep- 
resented reserves of commercial banks. 

Today, these deposits are largely working balances required for 
the day-to-day operation of banks in all sections of the country, 
which find it necessary to keep active accounts in the money market 
banks in New York and Chicago. New York is the leading financial 
center of the United States where a large share of the dealing i in se- 
curities of all kinds, as well as in commercial paper, bankers’ accept- 
ances and foreign exchange, is concentrated. In addition, business 
and financial corporations are constantly transferring funds through 
the national money markets in New York and Chicago. 

5. Finally, while the fluctuations in interbank demand deposits are 
somewhat wider than in other demand deposits, the difference in the 
degree of volatility is not large. Indeed, forecasting the course of 
domestic Eade demand deposits is no more difficult and is 
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fraught with no greater uncertainty than forecasting other classes of 
deposits. 

So, if we adopt the quantity criterion, which was suggested yester- 
day, this indicates that the very large concentration of domestic in- 


terbank deposits in the Reserve city banks should be a decisive 
consideration. 


DEPOSIT TURNOVER 


It has-oceasionally been suggested that the more rapid turnover 
of deposits in central Reserve cities, notably C hicago and New York, 
but particularly New York, may justify retaining the central Re- 
serve city classification. However, the more rapid turnover of de- 
posits in New York City banks than in other classes of banks reflects 
the continuing importance of New York as a financial marketplace, 
as distinct from a banking market. These financial operations gener- 
ate a colossal volume of bank debits, thereby enhancing the debits and 
the turnover rates computed for New York. 

There are, as the Senator from Illinois knows, no regularly pub- 
lished data that are pertinent to this discussion. Therefore, the New 
York Clearing House Association, in preparation for this hearing, 
made a speci ial study of the debits in New York during February of 
this year in an effort to isolate and measure the effects of purely fi- 
nancial transactions which do not involve the purchase or sale of 
goods or services. This study made it possible to separate debits to 
the accounts of dealers in U.S. Government obligations and debits to 
accounts of investment dealers and brokers. 

The results are most revealing. Debits to accounts of dealers in 
U.S. Government obligations alone amounted to $18.8 billion during 
the month. This is more than one-quarter of the total debits in New 
York; the amount is larger than the debits reported for all but 3 of 
the 12 Federal Reserve districts ; it is importantly larger than the debits 
reported for any city in the country, exclusive of New York. 

Mr. Hetm. May I suggest that you turn to page 14 where that 
table is. It is a very illuminating table. 

Mr. Reterson. If the debits to the accounts of investment dealers 
and brokers, amounting to $9.3 billion during the month, are added, 
the total of these purely financial debits rises to $28 billion, larger 
than those reported for any Federal Reserve district other than New 
York. 

Senator Doveias. Mr. Chairman, may I ask a questien ? 

The CuarrMan. Senator Douglas. 

Senator Dovetas. The figures in this table, I think, are the first that 
I have ever seen on this point. Some of the conclusions are almost 
fantastic. For instance, the rate of turnover of Government obliga- 
tions was 6,682 for the year, as compared to a turnover of 32 per year 
for ordinary nonfinancial transactions. 

Do you mean to tell me that accounts turn ate 20 times in a day? 

Mr. Rererson. Yes, sir. TI am not a banker. T do not know how 
they do it, but maybe Mr. Helm can explain how this gets done. It 
does get done. 

Senator Dovetas. This is the most extraordinary fever chart that 
I have ever seen, 20 times in a day, which is just about a little less than 


the average turnover rate for nonfinancial transactions in a year. 
How does that happen ? 
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Senator Busu. Would the answer be because they are indebted to 
the banks all the time on a secured basis to such a very high extent? 
What is the margin required on that type of Government obligations; 
I mean, on installment ? 

Mr. Heim. Here they are practically in-and-out transactions—that 
is, clearances. 

Senator Busn. That is the answer; they are borrowing many times 
their deposits every day. 

Senator Dovenas. This is extraordinary, with an average balance of 
only $34 million to have a turnover in February of $18.7 billion. 

Mr. Heim. That shows the size of the Government bond operation. 
See, they are huge. This has never been shown before. You are 
quite right, Senator Douglas, that is vast. This was prepared specifi- 

cally for this he -aring. 

Senator Doveras. I want to thank the New York Clearing House 
for the candor with which they display these figures. It is extraordi- 
nary. I wish you would let me come and spend several days in the 
clearinghouse sometime to watch the pulse beat at so rapid a rate. 

Mr. Reterson. An invitation can be arranged. 

As Senator Douglas points out, there are two observations that 
should be made with reference to velocity. One is the high rate of 
turnover achieved on these financial accounts. 

Indeed, Mr. Chairman, the rates of turnover on these strictly finan- 
cial accounts are stratospherically high, 299 times a year on accounts 
of investment dealers and brokers and 6,683 times a year on accounts 
of dealers in U.S. Government obligations. 

(The following was subsequently received for the record :) 


SuLitivan & CROMWELL, 
New York, April 1, 1959. 
Re S. 1120. 
Hon. A. WILLIS ROBERTSON, 
Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeAaR SENATOR ROBERTSON: I regret to have to write to you that in rechecking 
the figures shown in the table of bank debits and rate of turnover of deposits in 
the New York Clearing House brief dated March 24, 1959, in preparation of a 
similar brief for hearings before the House committee, an error was discovered in 
the average balances of dealers in U.S. Government obligations. This changes 
certain of the figures shown in the table as follows: 





Average Rate of 
Type of account balances turnover, Yearly 
(millions) monthly 


Des alers in U. - Government obligations 


Subtotal 


The figure of average balances under “All other” becomes 17,164. The total 
figures do not change. 


On page 15, in the second line of paragraph numbered 3, the figure s 683” 
becomes “11,264.” 


Yours very truly, 
Wi1tiaM C. PIERCE. 


(See p. 172 of the appendix.) 
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Secondly, on the remainder of the demand deposit accounts (ex- 
cluding interbank and U.S. Government accounts) the turnover in 
New York was at the annual rate of 32.4 times per year; this is not 
appreciably higher than the 1958 average of 30 times a year in other 
leading centers (Boston, Philadelphia, C hicago, Detroit, San Fran- 
cisco, and Los Angeles) for all demand deposits except interbank and 
U.S. Government deposits. Moreover, turnover in these accounts in 
New York still includes a substantial volume of purely financial trans- 
actions typital of this city, such as the investment of funds by business 
corporations, by financial institutions other than banks, and by indi- 
viduals, as well as dividend and interest payments and the like. 

Thus, it seems quite evident that the segment of the deposit turn- 
over in New York City banks that reflects the production and distribu- 
tion of goods and the activities of the service industries, as distinct 
from the debits resulting from purely financial transactions, does not 
differ significantly, if at all, from turnover in the major Reserve cities. 
The debits arising out of purely financial transactions have only a 
limited and indirect impact upon such basic economic factors as pro- 
duction, consumption, capital investment, savings, employment, and 
prices. The modest reduction in reserve requirements proposed for 
the central Reserve city banks would have no significant effect upon 
the money. supply and its rate of turnover, or upon employment, pro- 
duction, and prices, or upon the effectiveness of credit policy as a tool 
of economic stabilization. 


CHARACTER OF DEPOSITS 


The third point raised by the Federal Reserve refers to the character 
of deposits, and may I make just one comment on that in connection 
with the data presented in the table on page 14 of the brief submitted 
by the New York Clearing House Association. The fact that the turn- 
over of deposits in the New York C ity banks, exclusive of the accounts 
of dealers in U.S. Government securities, investment dealers and 
brokers, is so close to that of the Reserve city banks casts some 
doubt upon the validity of the point of view that there is any essential 
distinction between the deposits of the two classes of banks that sup- 
ports maintaining the differentiation in Reserve requirements. If 
deposit turnover in the strictly financial accounts is excluded, there 
appears to be little real difference between central Reserve city banks 
and the Reserve city banks, as regards the impact of deposits upon 
economic activity. 

In fact, the real differences in the character of deposits are not be- 
tween central Reserve city and Reserve city banks, but between the 
large and the very small banks. Table 8 of the Federal Reserve 
Board’s study shows that there are no important differences in the 
ownership distribution of deposits between banks with deposits of 

$250 million to $1 billion, and those with deposits over $1 billion. 
These two categories would include a substantial number of the Re- 
serve city banks as well as central Reserve city banks. 

The Cuarrman. Are there any further questions? 

Senator Frear. What advantage, may I ask, Mr. Chairman, of 
the witness, to the Treasury is the operation of the commercial bank, 
as you have indicated in this chart on page 14? 
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Mr. Rererson. The money market is absolutely essential for the 
financing of the short end of the Treasury debt. The shorter obliga- 
tions are sold and purchased in the money market. A large share 
of these transactions, I think, arises in New York City. This is 
where the liquid funds flow for investment. Business corporations 
that have funds available for investment for a ~_ or a few days 
transfer them to New York. The existence of a well-knit, well- 
organized money market which could not exist villanas banks, greatly 
facilitates the Treasury’s financing, particularly at the short end of 
its debt maturity. 

Senator Frear. All of this cash is carried in commercial banks, 
none of it in the Federal Reserve. Any of this liquid cash that comes 
into New York destined for Government obligations goes to com- 
mercial banks. 

Mr. Reterson. Ordinarily it goes through commercial bank ac- 
counts. 

Senator Frear. What other way can it go? 

Mr. Heim. The interbanks. 1e correspondent banks can do it 
through the Federal, but the Federal does not have accounts of others 
than banks, so they do go through the commercial banks. 

Senator Frear. Somewhere ‘along the line it has to go through a 
commercial bank. 

Mr. Hrtm. Somewhere, unless it is for the account of a bank, and 
it might if it was for the account of a bank. 

Senator Frear. Do you think that is a great asset to the Treasury, 
to the Federal Government ? 

Mr. Heim. A great asset. I don’t believe they can get along with- 
out it. I think they would readily agree to that. 

Senator Frear. You mean these building and loan and other peo- 
ple could not do that for the Government ? 

Mr. Heim. No. 

Senator Frear. They could not? 

Mr. Heim. No. 

Senator Frear. I have heard it expressed that building and loan 
associations and savings and loan associations were helpful in this 
distribution of currency in getting money back to the Federal Treas- 
ury for the purchase of bonds, and so forth. Is that an erroneous 
impression I have gotten ? 

Mr. Heim. I thought you were talking about the matter of clear- 
ing and the handling of these funds in the course of cleari ing. 

Senator Frear. Y es, I am. 

Mr. Heim. The savings and loan associations and the savings banks 
could make investments for their own accounts. 

Senator Frear. Now, sir, we might have $18.75 we wanted to in- 
vest. Then you tell me that if we want to do it, we have to, some 
place or another, go through a commercial bank ? 

Mr. Herm. I thought you were talking about Treasury bonds, Gov- 
ernment bonds. 

Senator Frear. Well, we will say 

Mr. Heim. If they want to invest in something else 

Senator Frear. No; we are talking about all Government invest- 
ments, certificates, bills, or bonds. 





MEMBER BANK RESERVE REQUIREMENTS 


Mr. Rererson. The short end of the Government debt consists of 
money market instruments which are traded in financial markets. 
The savings and loan associations, by and large, are not interested 
in short-term certificates, notes, and bills, and are placing only a 
smal] portion of their available funds into longer term Treasury 
securities. In fact, one of the problems of the Treasury is that cok 
term investors are not displaying any substantial interest in adding 
to their holdings of Government obligations. That is one of the 
troublesdmé realities of life facing the Treasury today, but this really 
has nothing to do with oper ations in the money markets, which deal 
with short-term credit. 

Senator Frear. The operation of the money market, as a short- 
term phenomenon, as you said, is an essential to the daily operation 
of the U.S. Treasury. Do you consider that a correct statment? 

Mr. Heim. Yes, sir. 

Senator Frear. Do I understand correctly that the operations of 
all commercial banks are subject to income tax ? 

Mr. Heim. Yes. 

Senator Frear. Is there any difference between the tax imposed on 
the commercial banks and Federal savings and loan associations? 

Mr. Heim. There is. : 

Senator Frear. The Federal savings and loan associations in reality 
are performing no great beneficial service to the U.S. Treasury, as 
do the commercial banks, yet they are given tax advantages and the 
commercial banks are given nothing except, well, the opportunity and 
privilege of paying taxes. 

Mr. Heim. Senator Frear, I do not think we are qualified here to 
discuss the tax features of it or the real benefits of the savings and 
loan associations. We are not in any way attacking them. We are 
talking more about the provisions of this bill. Possibly it comes 
intoit. I just do not recognize the identity with it. 

Senator Frear. I was not attempting to place the Federal savings 
and loan, or building and loan, associations in an unfair light. I tried 
to bring the facts out, the truth out. I think you have answered my 
question, sir. I do not think I would particularly like it if you came 
down here on behalf of this bill and started criticizing the savings 
and loan associations. However, I do not know why we do not have 
the opportunity to discuss these questions when we have you before 
us to get some expert advice on it. 

Mr. Hexv-r. I heartily agree. 

Senator Frear. Thank you, sir. 

The CuarrMan. If there are no further questions, the committee 
thanks these gentlemen from New York. The Chair announces that 
we do not have available the hearings on the merger bill. Also, these 
hearings are just going to the printer. When the hearings on the two 
bills are available, the clerk will mail the hearings to the committee 


members with a memorandum indicating the controversial features of . 


the merger bill. There are two features: one, as to whether all the 
examination should be by one agency or whether it should be divided 
among various agencies, and whether or not consultation with the 
Justice Department shall be voluntary or compulsory. 

Unless there is an amendment offered to merge ithe. central Reserve 
cities into the general classification of Reserve cities—and that will 
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be called to the attention of the committee so that they can read these 
hearings—the Chair at an appropriate time after the Easter recess 
will call the committee into executive session, possibly to act on 
both bills at one time, if we can, but certainly we will take up one. 
The chairman hopes that we can dispose of this legislation—they 
are both important bills—before the end of April. 

We have received from the Federal Reserve a compilation of Fed- 
eral and State laws relating to reserves against deposits in banking 
institutions. It will be inserted in the appendix to the record. (See 

178. 
ee Wagner, of New York, has sent us a letter in support of S. 
1120 which will go into the record, together with any additional com- 
munications that may be received. 

(The letters referred to follow :) 


City oF NEw YorK, 
OFFICE OF THE MAyor, 
New York, N.Y., March 24, 1959. 
Re 8.1120 
Hon. A. WILLIS ROBERTSON, 
Chairman, Senate Banking and Currency Committee, 
US. Senate, Washington, D.C. 


DEAR SENATOR ROBERTSON: I am writing you in support of the above bill 
which makes certain changes in the reserve requirements of member banks of 
the Federal Reserve System. As you know, a small portion of New York City 
is one of the two central Reserve cities as provided for in the Federal Reserve 
Act. The above bill in reducing the maximum and minimum reserves which 
may be required of the central Reserve city banks now in the range of 13 to 26 
percent down to 10 to 20 percent will be most helpful in its effect on a dis- 
crimination against some New York City banks which I feel is no longer justi- 
fied. 

I would urge that the bill go further and be amended to provide for the elim- 
ination entirely of the central Reserve city classification so that New York City 
banks may compete on a more reasonable basis with banks in other financial 
centers. 

Yours very truly, 
RosBeErtT F’, WAGNER, Mayor. 


OFFICE OF THE GOVERNOR, 
Springfield, March 25, 1959. 
Hon. A, WILLIS ROBERTSON, 
Chairman of the Senate Banking and Currency Committee, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR ROBERTSON: I understand that there is pending before the 
Banking and Currency Committee a bill proposed by the Federal Reserve Board, 
which would amend section 19 of the Federal Reserve Act relating to the re- 
serves against demand deposits required to be maintained by member banks of 
the Federal Reserve System. 

This proposed legislation contains a provision to allow the inclusion of vault 
eash in the computation of the reserves of member banks of the Federal Re- 
serve System. This is a desirable change in the law, which will substantially 
benefit the country member banks and the Reserve city banks, but would only 
negligibly affect the 14 banks in the central Reserve city of Chicago. 

It is especially with respect to this special classification of Chicago as a cen- 
tral Reserve city that I write you. Asa result of its classification as a central 
Reserve city, 14 Chicago banks are required to keep sterile and idle with the 
Federal Reserve Bank of Chicago a higher percentage of their resources than 
any other member banks in the country, with the exception of the 18 similarly 
affected banks in the central Reserve city of New York. No sound reason ap- 
pears why the Federal Reserve Board should impose a higher differential re- 
serve on the city of Chicago, or indeed on the city of New York, which are the 
only two cities in the country so treated by the Board. All whom I have con- 
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sulted on this matter are agreed that the higher reserve differential imposed 
on these 14 banks in the city of Chicago cannot be justified on monetary or 
economic grounds. 

Last year I took occasion to address a communication to the Chairman of 
the Board of Governors of the Federal Reserve System in Washington urging 
him and the members of his Board to eliminate the classification of Chicago 
as a central Reserve city, and to eliminate also the differential in reserve re- 
quirements between central Reserve city banks and Reserve city banks. Al- 
though I am advised by counsel that the Board had power to act in accordance 
with my recommendation, it did not do so and presently shows no inclination 
of doing so now. In the circumstances it therefore appears clear that this is a 
matter which should be acted on by the Congress. 

The higher reserve differential imposed on the 14 banks in the city of Chicago 
results in the immobilization of a substantial part of the resources of these 
14 banks to the disadvantage of the State of Illinois, the prosperity of its busi- 
ness and industry, and the employment and well-being of its citizens. 

Further, it is well known to you that there are now a number of other cities 
in this country which are rightly considered as important money and financial 
centers. All of these cities are classified by the Board of Governors as Reserve 
cities. Consequently, every bank in all of these cities is entitled to carry a 
lower reserve against its demand deposits than this small group of banks in 
Chicago and in New York City. It would appear to me that the city of Chicago 
(and New York City) ought to be put on a parity for reserve requirement pur- 
poses with these other money and financial centers. This can be done by 
eliminating the central Reserve city classification from the statute, and by re- 
classifying by statute the city of Chicago (and New York City) as a Reserve 
city. 

I believe that the legislation now pending before your committee would afford 
an appropriate opportunity to remedy this longstanding and unreasonable dis- 
crimination against the city of Chicago and the State of Illinois. I greatly 
hope that your committee will take appropriate legislative action to this end. 

If it is in accord with your procedures, I should be grateful if you would 
make a copy of this letter available to each member of your committee. 

Your cooperation in this matter will be much appreciated. 

Sincerely, 
WILLIAM G. STRATTON, Governor. 


THE NATIONAL BANK OF SANFORD, 
Sanford, N.C., March 25, 1959. 
CHAIRMAN, U.S. SENATE BANKING COMMITTEE, 
Washington, D.C. : 


GENTLEMEN OF THE COMMITTEE: I am clipping and enclosing herewith the 
writeup in the American Banker of Tuesday March 24, in regard to passing 
a law allowing banks that are members of the Federal Reserve System to use 
their vault cash in computing reserve requirements under the Federal Reserve 
Act. 

It seems there is a trend, worldwide in its scope, to make big nations bigger 
and small nations smaller or completely eliminated as such. The trend in our 
own country is to make big corporations and big business bigger and the small 
competitive outlets smaller and in many instances squeezed out of business 
on a competitive basis due to the buying power of the larger corporations and 
the small buying power of the smaller concerns. And unless this trend is 
changed we will wind up with a few big corporations in America which will 
eventually be taken over by the Government and operated by the Government, 
and the little man will be working for the Government, as in a lot of foreign 
countries. What we need most in America today is statesmen who will take 
the bull by the horns and turn him around in the road and start the other direc- 
tion if we expect to have free enterprise and free Americans. 

Speaking as a banker with more than 48 years in banking and now presi- 
dent of a national bank and member of the Federal Reserve System that we 
are penalized for being a member of the Federal Reserve System and holding 
a national bank charter in that our competitors, altogether nonmember State 
banks in our area, whose vault cash and their. correspondent bank balances is 
their reserve requirement, at least under the State of North Carolina laws. . We, 
in turn, are required to set up our reserve in the Federal Reserve Bank with 
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no remuneration except an occasional shipment of currency express charges free. 
And in addition to that reserve we are required to keep money in our corre- 
spondent banks and clear through those member banks who charge the life out 
of us for clearing nonmember bank checks. Therefore, our correspondent bank 
balances and our cash in the vault should correspond with nonmember bank 
reserve requirements and this excess kept in the Federal Reserve bank as a 
reserve requirement is that much lost to us in income which amount should be 
invested in Government bonds or loaned to our customers. If we would be al- 
lowed under this change that the Comptroller of the Currency, FDIC, and Fed- 
eral Reserve System recommends it would turn loose $250,000 of our reserve 
which we could invest and help us that much. We are penalized on every side 
in that respect making it very hard to compete with nonmember banks. We 
hope that your committee will recommend this legislation and give us this re- 
lief we seriously need, especially in country banks like ours. In the large Re- 
serve city and central Reserve city banks their demands may be greater, than 
we anticipate in small country banks and could, no doubt, take the gaff. But 
smaller country member banks like our own should certainly have this relief 
and immediately. 

The trend as I outlined in the beginning is to centralize in every phase of 
life—local, statewide, Federal, and international and somebody has got to have 
enough guts to buck this trend and start it in the other direction or the picture 
is very dark for small institutions staggering under such burdens which keep 
us from being in a favorable competitive position with nonmember banks. 

I have written my mind on this subject with no intentions to hurt anyone’s 
feelings or downgrade anyone. But that is the way I feel about it, and I cer- 
tainly hope that your committee will see fit to turn this trend in the right direc- 
tion by favoring this bill revising the reserve requirements permitting the vault 
eash to be counted in the bank’s reserve requirements. 

Yours very truly, 
M. W. Harriss, President. 


[From the American Banker, New York, Mar. 24, 1959]; 


COMPTROLLER, TREASURY, FDIC Back Vautt CasH CHANGE BILL—BALDERSTON 
DENIES Major EFFECT ON MONETARY POLICIES 


(American Banker Bureau) 


WASHINGTON.—A bill revising reserve requirements among classes of banks 
and permitting vault cash to be counted in a bank’s required reserves marshaled 
the support of the Federal Reserve Board, the Comptroller of the Currency, the 
Treasury Department, and the Federal Deposit Insurance Corporation. 

In testimony before the Senate Banking Committee yesterday there was, how- 
ever, some questioning as to whether banks might not thus obtain a windfall 
in reserves. Another question was the need for the change in law, since the 
Federal Reserve already had broad powers over reserves. 

C. C. Balderston, Reserve Board Vice Chairman, testified that the bill “is not 
designed to make any radical change in the existing system of reserve require- 
ments that would have an important bearing on monetary policies.” 

He pointed out that the amendments proposed in the bill would remove “some 
structural inequities and difficulties of administration. The amended law would 
provide a means of effecting gradually a better structure of reserve require- 
ments within the existing framework, adaptable to meeting over the foreseeable 
future the prospective monetary and credit needs of a growing economy.” 

The Reserve Board Governor endorsed the provision permitting the counting 
of vault cash, “since vault cash holdings and reserve balances at the Reserve 
banks are interchangeable and both have the same effect in limiting the volume 
of credit a bank may extend.” 

He estimated that all member banks hold between $2 and $2.5 billion in vault 
eash, with about three-fifths held by country banks and constituting between 
3 and 4 percent of their net demand deposits. Reserve city banks hold between 
1 percent and 1.5 percent in vault cash and central Reserve city banks less than 
1 percent. 

Governor Balderston said that the differences in these ratios “‘are in some 
degree compensated for by differences in the reserve requirement percentages.” 

Because the adding of about $2 billion to reserve by counting all vault cash 
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as reserves would “add greatly” to the total supply of reserves, there is need to 
put the change into effect gradually, and “perhaps to offset it in part by adjust- 
ments in the reserve requirement percentages,” he said. 

He hinted that the Board in making the change would permit member banks 
to count as a part of their reserves “either all of their vault cash or only a 
specified portion.” 

Governor Balderston said the Board has given careful consideration to the 
study of the problem by the Economic Policy Commission of the American Bank- 
ers Association, which called for full revision of the reserve requirement con- 
sideration. 

“The Board has concluded,” he said, “that far-reaching changes in the law 
are not necessary.” With the changes proposed in the bill, “along with other 
provisions of existing law, the Board would have adequate authority.” 

Ray M. Gidney, Comptroller of the Currency, quoted the Treasury Department 
that “it is desirable that member banks be permitted to include vault cash as 
part of required reserves.” 

He said for his office that “we strongly favor the changes” provided for in 
the bill. 

Mr. Wolcott, FDIC Chairman, while favoring the counting of vault cash, 
said “there has been much diversity of opinion as to whether the present 
differential between legal reserve requirements” of the three classifications 
of banks are “realistic and justified by actual conditions,” adding that the changes 
would help toward that end. 

Hearings continue today with a spokesman for the ABA appearing, David M. 
Kennedy for Continental Illinois Bank & Trust Co., and James J. Saxon for 
First National Bank of Chicago. : 

Also scheduled are representatives of New York banks and local banks. 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D.C., April 1, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D.C. 


Dear SENATOR Rosertson: The Chamber of Commerce of the United States 
supports S. 1120, which would amend section 19 of the Federal Reserve Act by 
making three changes in the present law respecting the reserve requirements of 
member banks. 

These three changes in existing law would authorize the Federal Reserve 
Board to— : 

1. Permit member banks to include in their required reserves all or part of 
their vault cash holdings in addition to balances with Federal Reserve banks. 

2. Set the reserve requirements for demand deposits of central Reserve 
city banks within the range of 10 to 20 percent, instead of the present 
authorized range of 13 to 26 percent. 

3. Permit individual member banks in any part of a Reserve or central 
Reserve city to carry, where reasonable and appropriate in view of the 
character of business transacted by the individual banks concerned, reserves 
at the lower requirement level prescribed for country or for Reserve city 
banks. 

The national chamber believes that these revisions will remove from the pres- 
ent law some inequities and difficulties of administration which have become 
apparent with the growth and changes of the Nation’s economy. The amended 
law over time would create a better structure of reserve requirements within 
the existing framework of the Federal Reserve System, and the Federal Reserve 
ean be expected to continue to follow its largely successful policy of “leaning 
against the wind.” 

With regard to changes in the vault cash requirements, we are mindful of the 
fact that the smaller banks in the smaller communities are required to maintain 
a higher percentage of currency than is necessary for banks in larger cities, due 
in great measure to the lack of adequate and accessible currency depositories in 
the smaller communities. This would be ameliorated under S. 1120. Counting 
of vault cash as a Reserve also would aid in reducing the costs of transporting 
and handling currency and facilitate the holding by member banks of larger 
stocks of currency for emergency purposes. 
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Expectations for the growth of the Nation’s economy during the 1960’s are 
bright. With this anticipated growth will come a demand for more bank credit ; 
deposits and loans will need to increase and the currency supply will need to be 
enlarged. Banks will be asked to effectively accommodate the developing de- 
mands of the consuming public and business and industry. One way to make 
this possible is for the Federal Reserve to reduce reserve requirements as the 
need arises, in line with economic developments. 

The amendments to the Federal Reserve Act contemplated under S. 1120 would 
aid in the establishment of an equitable system of legal reserves and would 
modernize the laws under which banking is now regulated. 

I would appreciate it if you would make this letter a part of the record of 
your current hearings. 

Cordially yours, 
CLARENCE R. MILEs. 


METROPOLITAN BANK OF MIAMI, 


Miami, Fla., March 31, 1959. 
Hon, A. WILlis ROBERTSON, 
Chairman, Banking and Currency Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR Ropertson: Upon reading in last Wednesday’s issue of the 
American Banker about the hearings conducted by your committee on the bill 
proposing certain changes in Federal Reserve classifications, I was somewhat 
disturbed to learn of Mr. James J. Saxon’s opposition to that part of the bill 
which would grant greater latitude to the Federal Reserve authorities in lower- 
ing the reserve classifications of certain member banks in Reserve and central 
Reserve cities. 

According to the article in the American Banker, Mr. Saxon was opposed to 
the character-of-business test embodied in the wording of the bill and he is re- 
ported to have stated that “to base reserve requirements on the nature of a 
bank’s business is too indefinite to evaluate.” I do not know how familiar Mr. 
Saxon might be with the reasons for the inclusion in the bill of the section to 
which he apparently objects, but I thought I should address this letter to you to 
be sure that the members of your committee were aware of a specific situation 
which exists in Miami (and perhaps other cities as well) which would be cor- 
rected by that very part of the proposed legislation to which he objects. 

If I am repeating information which already has been brought to the attention 
of your committee, I am sorry for having troubled you, but it did seem important 
to me to be sure your committee was aware of the following situation. 

Effective May 15, 1958, the Board of Governors of the Federal Reserve System 
classified Miami as a Reserve city in accordance with “paragraph (2) of sub- 
section (b) of the rule regarding classification of central Reserve and Reserve 
cities adopted by the Board on December 19, 1947, pursuant to authority con- 
ferred upon it by section 11(e) of the Federal Reserve Act. Briefly, the para- 
graph and subsection referred to above require that a city be classified by the 
Board of Governors as a Reserve city when the interbank demand deposits of 
the member banks in such city exceed certain prescribed percentages of aggre- 
gate demand deposits of such member banks and/or aggregate interbank demand 
deposits of all member banks in the United States. 

It is a matter of record that the interbank deposits which resulted in Miami’s 
having been classified as a Reserve city were concentrated in three banks: The 
First National Bank of Miami, the Florida National Bank & Trust Co., at Miami, 
and the Pan American Bank, of Miami. Nevertheless, following Miami’s classi- 
fication as a Reserve city, the only member banks which could be exempted under 
existing regulations from the consequent higher reserve requirements were those 
in outlying districts. The Metropolitan Bank of Miami as well as the Industrial 
National Bank are so close to the so-called Downtown area that they were not 
considered eligible for exemption by the Federal Reserve authorities despite 
the fact that neither bank had any interbank deposits of consequence. 

As far as I can see, the character-of-business test objected to by Mr. Saxon 
would constitute among other things the determination of the amount of inter- 
bank deposits held by any given bank in a Reserve city or central Reserve city. 
In the case of Miami, since interbank deposits were the only factor which caused 
the city’s classification as a Reserve city, it is only logical to argue that the same 
factor should be considered in determining whether or not a given bank in such 
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city should be exempted from the higher reserve requirements. This is impos- 
sible under existing regulations unless, by coincidence, such bank happens to be 
in an outlying area. 

I am sorry to have burdened you with such a long letter but trust the foregoing 
account will adequately illustrate that we have here in Miami a situation which 
could be remedied by granting somewhat greater latitude to the Federal Reserve 
authorities in determining reserve requirements of member banks in such cities. 
More than likely this same situation exists in other areas too, because Miami is 
just one of many cities which have been classified by the Board of Governors as 
Reserve cities tinder the authority referred to in the fourth paragraph of this 
letter. Other such cities are: Milwaukee, Wis., Fort Worth, Tex., Indianapolis, 
Ind., St. Paul, Minn., Tulsa, Okla., Des Moines, lowa, National City (National 
Stock Yards), Ill., Columbus, Ohio, Wichita, Kans., Kansas City, Kans., Toledo, 
Ohio, Topeka, Kans., and Pueblo, Colo. 

Thank you very much indeed for any consideration you may give to the views 
expressed in this letter. 

Very truly yours, 
G. JAMES Hueues, President. 


STATE OF NEW YORK, 
Albany, March 31, 1959. 
Hon. A. WILLIS ROBERTSON, 

Chairman, Senate Banking and Currency Committee, 
U.S. Senate, Washington, D.C. 


DeAR SENATOR ROBERTSON: I am writing to you with respect to S. 1120 which 
would make certain changes in reserve requirements for member banks of the 
Federal Resetve system. I am very much concerned with the future industrial 
progress of New York State and I feel that any artificial interference with that 
progress should, if possible, be overcome. 

The requirements of the Federal Reserve Act that certain banks located in 
New York City maintain a larger percent of their deposits immobilized in the 
form of reserves than are required of competing banks in all other centers 
except Chicago, unjustly discriminate against these New York City banks. Al- 
though the central Reserve city classification may have been justified on 
historical grounds, the geographical basis for this discrimination would no 
longer appear to be justified. 

Accordingly, I would urge that -you give careful consideration to amending 
the above bill to eliminate the central Reserve city classification entirely. 

Sincerely, 
NELSON A. ROCKEFELLER. 


The Cuamman. The committee will stand in recess subject to the 
call of the chairman. 


(Whereupon, at 12:15 p.m., the committee recessed subject to the 
call of the chairman.) 
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Reference to the following will be found on page 13. 


PROPOSED LEGISLATION FOR REVISION OF RESERVE REQUIREMENTS, JANUARY 29, 1959 
Prepared by the staff of the Board of Governors of the Federal Reserve System 
INTRODUCTION AND SUMMARY 


Bills have been introduced into Congress to make three changes in existing 
law concerning reserve requirements of member banks. The Board of Governors 
of the Federal Reserve System favors these proposed changes. The proposed 
amendments would: 

(1) Authorize the Board to permit member banks to include in their re- 
quired reserves all or part of their vault cash holdings, in addition to 
balances with Federal Reserve banks. 

(2) Authorize the Board to set the reserve requirements for demand 
deposits of central Reserve city banks within a range of 10 to 20 percent, 
instead of the present authorized range of 13 to 26 percent. (For other 
classes of deposits at member banks, the ranges within which the Board is 
authorized to fix the requirements would remain as at present.) 

(3) Make more flexible the Board’s authority to permit individual mem- 
ber banks in central Reserve or Reserve cities to carry reserves at the 
lower requirement level specified for Reserve city or for country banks. 

The relatively simple changes which this bill would make would not involve 
any radical change in the existing system of reserve requirements but would 
make possible the removal of some existing inequities and difficulties of adminis- 
tration and provide a means of effecting gradually a better structure of reserve 
requirements, adaptable to meeting over the foreseeable future the prospective 
monetary and credit needs of a growing economy. 

This report discusses some of the background considerations that are relevant 
to these proposals. It first outlines the present structure and basis of reserve 
requirements, and then explains their purpose. The considerations that deter- 
mine the appropriate level of reserves and the functional bases for differentials 
in requirements by type of deposit and by class of bank are also reviewed. It 
then discusses the respects in which the present structure seems unsatisfactory 
and the reasons for the proposed changes. Finally, appendices give brief histories 
of changes in the structure. of reserve requirements and in the designation 
of central Reserve and Reserve cities, describe the administrative requirements 
for computing and reporting required reserves, and present a detailed analysis 
of changes in the law that would be made by the proposed bill. 

Purposes and possible effects of the present proposals and reasons why no 
further changes in law are being proposed are first briefly summarized. 


VAULT CASH AS RESERVES 


The counting of vault cash as reserves would correct a generally recognized 
inequity that now exists because many banks find it necessary for operating 
purposes to hold larger amounts of vault cash than do other banks. Since vault 
eash holdings and reserve balances at the Reserve banks are interchangeable 
and both have the same effect in limiting the volume of credit that a bank can 
extend, it is logical and proper that both be counted as reserves. Counting of 
vault cash as reserves would also have collateral advantages; it would reduce 
the costs of transporting and handling currency and also facilitate the holding 
by member banks of larger stocks of currency that would be available over 
widely dispersed areas for use in the event of a national emergency. 

Such a provision would make possible the release of over $2 billion of re- 
serves for all member banks, unless offset by other action. Country banks as 
a-group hold. about $1.3 billion. of vault cash, amounting to about 3.5 percent of 
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their net demand deposits. Reserve city banks as a group have vault cash hold- 
ings averaging about 1.7 percent, and central Reserve city banks as a group 
hold less than 1 percent of their net demand deposits in vault cash. Thus, while 
the amounts tied up by reserve requirements on demand deposits alone currently 
are 11 percent for country banks, 16% for Reserve city banks, and 18 for 
central Reserve city banks, the percentage of net demand deposits tied up by 
these requirements and cash holdings—taken in combination—is quite differ- 
ent: nearly 15 percent for country banks on the average, over 18 for Reserve 
city banks, and nearly 19 for central Reserve city banks. 

To some,extent the existing differentials in requirements against demand 
deposits may.be said to compensate for differences in vault cash needs, but not 
completely or equitably as to individual banks. To count vault cash as re 
serves without other action thus would have the effect of widening and distort- 
ing existing differentials in reserve requirements as between classes of banks. 
The group that already has the lowest requirements would receive the greatest 
reduction in reserve needs. It should be emphasized, however, that the ratios 
vary considerably among individual banks within each group and also vary 
from time to time for any single bank, because of fluctuations in vault cash hold- 
ings. The change proposed would make it possible to remove these inequities. 

Counting of vault cash as reserves would also add greatly to the total supply 
of reserves. In order, therefore, to avoid sudden large additions to the sup- 
ply of reserves and distortions of long-established competitive relationships, 
these changes may have to be put into effect gradually and probably be ac- 
companied by partly offsetting adjustments in the reserve requirement percent- 
ages and in the available supply of reserves. 


LOW RANGE OF REQUIREMENTS FOR CENTRAL RESERVE CITY BANKS 


Under the present law, the Board has legal authority to alter differentials 
in requirements as between the broad classifications of member banks by reclas- 
sifying cities or by abolishing classifications, as well as by changing requirements 
By using this authority, distinctions between classes of banks may be gradually 
reduced. If vault cash holdings are permitted to be counted as reserves, the 
effect would be to lower the amount of balances that banks would have to carry 
with the Reserve bank. The reduction would be substantial for country banks, 
where vault cash holdings are relatively large, and would be appreciable for 
many Reserve city banks. Consequently the bill would make no change in the 
permissible limits of percentage requirements as now stated in the law for these 
two classes of banks—7 to 14 percent and 10 to 20 percent, respectively, against 
net demand deposits. 

It is proposed, however, that permissible requirements for central Reserve 
city banks be lowered to. the 10 to 20 percent range authorized for Reserve city 
banks. A maximum requirement of 20 percent against net demand deposits 
for any bank or class of banks is probably adequate for any purpose under present 
or prospective conditions. This amendment would retain authority for keeping 
three classes of banks with differential requirements against demand deposits, 
in recognition of fundamental differences in the character of demand deposits 
held, and it would be possible to retain higher requirements for central Reserve 
city banks than for Reserve city banks. The amendment, however, would nar- 
row the maximum differentials possible between central Reserve city banks and 
other classes of banks and permit a greater narrowing of differentials at a lower 
level of requirements than might be possible under present law. 


RELIEF FOR INDIVIDUAL BANKS 


Under existing law individual member banks in a central Reserve or Reserve 
cities can be permitted to carry lower requirements if they are located in the 
outlying districts of such cities. This provision permits the Board to alleviate 
inequities which arise when banks located in such outlying districts are pre- 
dominantly engaged in business that is similar to that of banks with a lower 
reserve classification. It does not, however, permit the Board to bring equivalent 
relief to similar banks located in the central districts of Reserve and central 
Reserve cities. 

The amendment proposed would permit adoption of more rational criteria for 
exempting individual banks than can be used under existing law and thereby 
make possible elimination of some existing inequities. This amendment would 
strike out of the law the provisos applicable to outlying districts and authorize 
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the Board to grant permission for reduced reserves when deemed reasonable 
and appropriate in view of the “character of business” transacted by the member 
bank involved. Such permission could be granted either in individual cases (as 
has been the practice under present law) or under regulations to be prescribed 
by the Board. 

As under present law, the amendment would make it possible for the Board 
to permit a member bank in a Reserve city to carry the lower reserves specified 
at the time for country banks rather than that fixed for Reserve city banks; 
and, similarly, a member bank in a central Reserve city could be permitted 
to carry the lower reserves specified at the time either for Reserve city banks 
or country banks. The amendment would not authorize the Board to permit 
any member bank in such cities to carry reduced reserves equal to some per- 
centage other than one prescribed by the Board for one of the designated classes 
of banks. 

Again as under the present law, the amendment would not authorize the 
Board to increase the percentages of reserves required to be maintained by 
individual member banks above those specified by law for the reserve class to 
which that city has been assigned. The Board would, however, retain the 
authority which it now has under the law to designate new Reserve cities or 
new central Reserve cities and thereby increase the reserve requirements of all 
member banks in such cities, except such banks as may be specifically permitted 
to carry the lower requirements of another class. 

The proposed amendment would omit from law the present requirement that 
permission for reduced reserves may be granted by the Board only upon affirma- 
tive vote of tive of its members. The action could be taken on the affirmative 
vote of a majority of a quorum of the Board. 


TIME DEPOSIT REQUIREMENTS 


No change is recommended in permissible requirements against time deposits 
from the present range of 3 to 6 percent. These deposits include both savings 
deposits and other types of time accounts. In providing for differentials in 
requirements between demand and time deposits, the law gives recognition 
to the general proposition that savings deposits in banks do not need to have as 
high requirements as demand deposits, which comprise the most active elements 
of the money supply. 

Unduly wide differences between requirements against time and demand de- 
posits, however, encourage the shifting into time deposits of funds that may not 
be true savings and may be subject to withdrawal on short notice. Any such 
shift of funds from demand to time deposits has the effect of releasing reserves 
and permitting further credit expansion without a significant change in the 
attitude of depositors with respect to their holdings and use of money. Require- 
ments against time deposits should not be so low as to encourage shifts of this 
nature. 

Time deposits, moreover, perform some monetary functions, particularly as 
a store of value, and play a part in the process of credit expansion. Hence it 
is appropriate that banks be required to hold some minimum amount of reserves 
against them and also that there be a permissible range of variation within which 
the Board could alter the requirements as conditions might warrant. The pres- 
ent level and range are about as small as would be warranted. 


BASIS FOR CONTINUATION OF DIFFERENTIAL REQUIREMENTS 


Proposed amendments to the law relating to reserve requirements do not in- 
clude a mandate or objective, which has been suggested by some, that classes of 
banks eventually be abolished and uniform requirements against demand de- 
posits be established. Under the changes proposed, it would be possible to 
establish uniform requirements at some level for all banks. The desirability of 
such action, however, is questionable on the basis of principle as well as because 
of practical difficulties in attaining uniformity. 

The principle governing reserve requirements is that their purpose is primarily 
to serve as an instrument for the effectuation of monetary policy in regulating 
the availability of credit and the supply of money so as to contribute to the 
maintenance of stable economic growth. The influence of the money supply 
upon economic activity is determined by the use that is made of money and not 
by its volume alone. Consequently reserve requirements should, and in fact do, 
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take into consideration variations in the use of money. This is done by differ- 
entials in requirements against demand and time deposits and against demand 
deposits in different classes of banks. Available information shows that there 
are wide differences in the turnover of deposits among banks. These differences 
may provide a rational basis for classification. 

Application of these distinctions in establishing reserve differentials means 
that the distribution of the appropriate total volume of reserves among banks is 
based to some degree upon the varying degrees of contribution to economic ac- 
tivity made by the deposits of the different classes of banks. Abandonment of 
this principle, which is implicit in the existing structure of requirements, might 
impair the effectiveness of monetary policies and increase rather than reduce 
inequities among banks. 

Large banks in financial centers, which hold the bulk of the more active bal- 
ances of businesses and investment institutions, are in a better position to put 
available funds to use more actively and promptly in the central money markets 
than are smaller banks or those located elsewhere. These banks, therefore, not 
only engage in types of business that justify higher reserve requirements, but 
also are in a position to employ available funds in liquid assets that provide 
earnings to the banks and supply credit to the market. 

The practical objections to an approach to uniformity may be briefly stated. 
It would necessitate such large reductions in requirements for city banks that 
the total reserves released might be much greater than would be appropriate 
for purposes of monetary policy. Any substantial offset to these reductions by 
raising requirements for country banks might involve severe and damaging 
adjustments. The process could unduly upset long-established competitive rela- 


tionships and cause undesirable disturbances to-credit markets and institutional 
customs. 


CONSIDERATIONS DETERMINING GENERAL LEVEL OF REQUIREMENTS 


The principal function of reserve requirements, it is now generally recognized, 
is to serve as an instrument for regulating the ability of banks to expand credit 
and add to the available supply of money. Under existing law, Federal Reserve 
policies and actions may influence both the available supply of reserves and the 
amount of reserves required to be held. The desirable ultimate level of reserve 
requirements need be no higher than essential for purposes of monetary policy. 
Yet requirements should not be so low as to raise questions about liquidity or 
safety in the asset structure of banks. Nor should they be so high as to interfere 
unduly with the earning capacity of banks and their ability to perform essential 
functions. 

For purposes of monetary policy, reserve requirements of member banks do 
not need to be as high as they have been in recent years. Federal Reserve hold- 
ings of Government securities are large enough so that they could be reduced to 
absorb a substantial amount of reserves released, without impairing the ability 
of the System to perform its essential functions. Requirements, moreover, may 
be lowered in the course of time to release reserves needed to cover growing 
monetary needs of the economy. Some reduction in requirements could help 
improve the earnings and capital positions of member banks without impairing 
their liquidity or soundness. Any drastic reduction in requirements, however, 
either at present or in the foreseeable future, would endanger the potential effec- 
tiveness of monetary policies. Decreases in requirements once made are difficult 
to retract because an increase in requirements might necessitate undesirable credit 
liquidation. 

What level of requirements may be desirable and appropriate for monetary 
policy purposes in the future is not possible to predict because of unforeseeable 
emergency situations, uncertainties as to future long-term expansion in monetary 
needs, and the international financial position of this country. Any changes in 
the general level of reserve requirements must be made only gradually and in 
relatively small steps in order to avoid undesirable disturbances to credit markets, 
conflicts with appropriate monetary policies, and undue upsets to long-established 
competitive relationships and banking practices.. In order to provide for future 


contingencies, flexible authority to vary requirements over a fairly wide range 
needs to be retained. 
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OTHER PROPOSALS 


The Board has given consideration to the careful and comprehensive study of 
the problem of reserve requirements and the proposals for changes made by the 
economic policy commission of the American Bankers Association and also to 
other plans for fundamental revisions in the reserve requirement structure. The 
Board has concluded, however, that far-reaching changes in the law are not neces- 
sary. In particular the Board should not be under a mandate to reach some 
particular level of requirements at any time in the future. With the amend- 
ments proposed, along with other provisions of existing law, the Board would 
have adequate authority to make any changes in the structure and level of reserve 
requirements that are likely to be appropriate under present or foreseeable 
conditions. 

Legislative authority with respect to both the level and structure of reserve 
requirements for member banks should be sufficiently flexible to enable adjust- 
ments to be made in a manner, in amounts, and at times they are consistent 
with the aims of monetary policy, with the international financial position of 
the country, and with the maintenance of a sound and effectively functioning 
baking system. Existing law with the amendments proposed would permit mov- 
ing gradually toward a more equitable and rational structure of reserve require- 
ments and toward making, in the course of time, any changes in the level of 
reserve requirements, consistent with appropriate monetary policy and sound 
banking practices, that may be needed to meet the monetary and credit needs of 
a growing economy. 


CHAPTER 1. EXISTING STRUCTURE OF RESERVE REQUIREMENTS 


Under the Federal Reserve Act, a member bank must maintain with its Federal 
Reserve bank as a reserve balance a certain proportion of its deposits. This 
proportion varies according to the class of the deposit and according to whether 
the bank is located in a central Reserve city, Reserve city, or elsewhere. Banks 
in the third group are commonly called country banks. There are at present 
two central Reserve cities and 49 Reserve cities. The 6,331 member banks (as 
of September 24, 1958) include 32 central Reserve city banks, 274 Reserve city 
banks, and 6,007 country banks. A brief history of changes in the structure of 
reserve requirements under the Federal Reserve Act is given in appendix A, an 
account of changes in the designation of cities as to reserve classes is given in 
appendix B, and details as to method of computing current requirements for 
individual banks are described in appendix C. 


PERCENTAGES REQUIRED 


The basic or minimum reserve requirements prescribed by law, as amended in 
1917, are 3 percent on time deposits for all member banks; and on net demand 
deposits, 18 percent for banks in central Reserve cities, 10 percent for banks in 
Reserve cities, and 7 percent for other member banks. Since 1933 the Board of 
Governors has had authority to vary the requirement percentages, and table 1 
shows the requirements that have been in effect since 1917. The maximum 
requirements permissible under the law are exactly double the minimum require- 
ments, or 6 percent on time deposits for all member banks; and on net demand 
deposits, 26 percent for banks in central Reserve cities, 20 percent for banks 
in Reserve cities, and 14 percent for other member banks. Since April 24, 1958, 
the currently effective reserve requirements have been as follows: 5 percent of 
time deposits for all member banks; and on net demand deposits, 18 percent for 


banks in central Reserve cities, 1644 percent for banks in Reserve cities, and 11 
percent for other member banks. 
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TABLE 1.—Member bank reserve requirements 


[Percent of deposits] 





Net demand deposits ! Time deposits 





| 











Effective date of change Central Re- Central Re- 
serve city | Reserve city Country serve and Country 
banks banks banks Reserve city banks 
banks 
1917—June 21..." ._.- es 13 10 7 3 3 
1936—Aug. 16__..-- Dee. 1914 15 | 1014 4\6) 4ho 
SY, eee 2234) 17% 124% 54 5% 
oe eee een Sea Sed 26 20 14 6 6 
PE EE, Soin anscnbshsdbeccat 22% 17% 12 5 5 
I, Beeb teissememesemeee 26 20 14 6 6 
SE a ae, iit bill cchatieialnenahd tetalienwacimaiedints Nichbkeeatihveaeaeiiiadenedtetaainad 
EL. fons ee th fee Oe Ee ees: aie eee 
SRE odin lyse bdeanche Ldesten eB OLS. SP EL ehh embchipiion aastolie tied aiaiamichia- tonal maiwe em onde aati 
iii cn intonidiineetiog cme BR Bcnuséocaspiccia |-------------- lacdieweecenseccdleccenyseomunee 
RN TN iar dicescdghb les inion Beit ink ciimik ein emihinnne alana eennames s nnticwinman icmaiie 
NE Oc ncnmnnocendon 26 22 16 74) 7% 
SN SME OS on nic Denon 24 21 15 7 7 
re ne 9, dpacdebdwticnttcmiuenena 20 14 6 6 
Aug. 1, ll RE TELE! 2314) 1914 13 a ce ee 
I a as cance weptneonsinnsiy 23 19 | OD AR ostd es nt ene 5 
a oa 2214 I io nial Soiecamenncedl nr aeenagasebu deine ole mamas neal 
ccc coca! 22 WR ote te Race en ae oer ct eee 
a | eae 23 19 | 13 6 6 
Se ae POO TO ce ccuee 24 20 Me So. Shaamoucwae es re 
ee, | eee: | 22 19 RS Bit aiieees aa ise 
1954—June 16, 24? _-2 2-2 Oe ickcatiad th Bs sa dpccbioimes 5 | 5 
suny.oe, Ame, 13-.....2.<s-- 20 18 | ID) ecamvamas <dineleinepepahle 
1958—Feb. 27, Mar. 12_._.....--| 1914 1714] nla seat , c 
Beet. Se; Ree. 89.5. 2222S! 19 17 | Pe Mi Css cost. ars 
oes. PRL eae NE cd Mec g DE a eS ee tS Li tek dicated 
I cg 18 DNR iis ehtrseerisibi Ds sects aa Rei 
In effect May 1, 1958_______.___- 18 1614) 11 | 5 5 
Statutory requirements: 
INES. 60s etmbbbceros | 13 10 7 3 3 
I el 26 20 14 6 6 











1 Demand deposits subject to reserve requirements which, beginning Aug. 23, 1935, have been total 
demand deposits minus cash items in process of collection and demand balances due from domestic banks 
(also minus war loan and series E bond accounts during the period Apr. 13, 1943-June 20, 1947). 


2 First-of-month or midmonth dates are changes at country banks, and other dates (usually Thursday) 
are at central Reserve or Reserve city banks. 


Net demand deposits are defined by law and regulation of the Board as total 
demand deposits less the total of cash items in process of collection and demand 
balances due from domestic banks. Time deposits for reserve purposes are total 
time deposits, including time certificates of deposits, time deposits open ac- 
count, savings deposits, ete. The deduction of cash items and of balances with 
other banks from gross demand deposits avoids double counting of deposits for 
reserve purposes. In effect, the banks which hold claims payable on other banks 
that are in process of collection or payable on demand are relieved of carrying 
reserves against a corresponding amount of deposits, but reserves are required 
of the banks owing those claims. Table 2 shows for each class of bank the 
amount of demand and time deposits, the items deducted, and the total required 
reserves as computed on the basis of amounts for the last half of November 1958 
and the percentages then effective. 





Se 
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TABLE 2.—Computed required reserves of member banks, by class of bank, last 
half of November 1958 


[In millions of dollars] 
Central Reserve city banks 


All member Reserve city Country 
~ banks banks 


Gross demand deposits- ........- 122, 636 23, 485 6, 348 48, 80 
7, 96: 





























, 801 44, 0Of 

Less total deductions_._.......-- 18, 334 3, 271 838 , 962 6, 263 
Balances due from banks- --- 6, 771 91 101 2, 090 4, 489 
Items in process of collection- 11, 563 3, 180 737 5, 872 1, 774 
Net demand deposits. .........-- 104, 302 20, 214 5,510| 40,840 7,738 
EN CN icterbicdtemaecnina 52, 515 5, 055 1, 430 21, 140 24, 890 
Required reserves—total_.-....-- a 18, 146 | 3, 891 t 063 7, 796 5, 396 
On net demand deposits !_ - - 15, 519 3, 638 991 6, 739 4, 151 

On time deposits at 5 percent 2, 627 253 7 1, 057 1, 245 


1 At 18, 1644, and 11 percent for central Reserve city, Reserve city, and country banks, respectively. 


RESERVE CLASSES 


The classification of cities as Reserve or central Reserve cities may be changed 
upon action by the Board of Governors, and a number of changes have been 
made during the history of the System. An account of these changes and a dis- 
cussion of the basis for classification is given in appendix B. Chapter 4 contains 
a discussion of the principles that may be said to underlay the classification 
of banks for reserve purposes. 

If located in an outlying district of a Reserve city, a member bank may, 
upon approval of five members of the Board of Governors, have its reserve re- 
quirements reduced to those specified for country banks and, if located in an 
outlying district of a central Reserve city, may have its reserve requirements 
reduced to those specified for Reserve city or country banks. 

On December 31, 1958, a total of 149 member banks in central Reserve and 
Reserve cities had permission to carry reduced reserves, while 251 member banks 
were required to maintain the normal reserve requirements applicable to central 
Reserve or Reserve city banks in the cities in which they are located. Of the 
149 banks with permission to carry reduced reserves, 63 were located in the two 
central Reserve cities. These include seven in Manhattan Borough of New York 
City, but outside the financial section, with permission to observe the require- 
ments applicable to Reserve city banks; 8 in other boroughs of New York City, 
with permission to observe the requirements applicable to country banks; and 
48 in Chicago with permission to observe the requirements applicable to Reserve 
city banks. The other 86 banks permitted to carry lower requirements are 
located in 24 Reserve cities and have permission to carry country bank require- 
ments. A member bank with its head office or a branch located in a Reserve 
city must observe the Reserve city requirements for all of its offices regardless 
of location; hence a substantial amount of deposits held in banking offices out- 
side Reserve cities must carry higher requirements than those in other banks 
in the same localities. 
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COMPUTATION OF REQUIREMENTS 


Central Reserve city and Reserve city banks compute their required reserves 
on the basis of average daily net depotit balances covering weekly periods, end- 
ing as of the close of business each Wednesday. For country member banks, 
semimonthly periods are used. To avoid deficiencies, the average reserve bal- 
ance actually carried with the Reserve banks must be at least equal to the 
required percentage of the average daily deposits during the computation period. 
Thus, a bank may have less than the required reserve on some days, without 
incurring penalties, if it has correspondingly more than required on other days. 
Penalties are.assessed for deficiencies in a bank’s average reserves for a reserve 
period, as prescribed by the Board of Governors of the Federal Reserve System. 
Appendix C describes the method of reporting and computing required reserves 
and the procedure for assessing deficiencies. 


VAULT CASH HOLDINGS 


In addition to reserve balances with Federal Reserve banks, which satisfy 
reserve requirements, and to cash items in process of collection and balances with 
other banks, which are deducted from deposits in computing required reserves, 
banks also hold certain amounts of currency and coin for which no reserve 
allowance is permitted under existing law. These holdings of cash are similar to 
reserve balances in that they have not been used for the extension of credit, and, 
to the extent that cash holdings represent minimum amounts that banks feel 
obliged to keep for working purposes, they have effects similar to required 
reserves in limiting credit expansion. Banks generally follow the practice of 
holding no more cash than necessary, particularly because to obtain cash banks 
must draw upon their reserve balances, and excess cash holdings in turn may 
be exchanged for reserve balances. Since currency may be issued by the Reserve 
banks in the form of Federal Reserve notes or obtained from the Treasury in 
exchange for a deposit balance, these items are also interchangeable as liabilities 
of the Reserve banks. The total of vault cash and required reserves thus may 
be said to represent the effective reserve needs of a bank or group of banks. 

As shown in table 3, vault cash holdings in the last half of November 1958 
averaged 2.1 percent of net demand deposits for all member banks. Vault cash 
holdings generally amount in the aggregate to 3.5 percent or more of net demand 
deposits at country banks, but to less than 2 percent at Reserve city banks and 
about 0.7 percent at central Reserve city banks. They amount to about a 
fourth of total required reserves at country banks as a group, but to less than a 
tenth of those for Reserve city banks and to only 3 percent of required reserves 
at central Reserve city banks. 


TABLE 3.—Cash in vault of member banks by class of bank, last half of November 

















1958 
| | Ratio percent to 
Amounts (in |_ J ore eet 5S 
millions of | 
dollars) Net demand| Required 
deposits reserves 
Te a eigen DEE pen Ginapieel 2, 195 2% 12.1 
Central Reserve city banks: 
er en nen ca maninuanomnwnit 141 a 3.6 
Chicago_._.- cae ete ect oe 30 5 2.8 
I ME IIR 6 oo oie ce ccctcnncunccons : 700 1,7 | 9.0 
lal hci cia teinhal tea oane: toe otinp ieee | . 5 24.5 





If these vault cash holdings are added to the reserve percentages that are 
required against demand deposits, the total effective reserve needs against net 
demand deposits average nearly 15 percent at country banks as a group, over 18 
percent at Reserve city banks, and nearly 19 percent at central Reserve city 
banks. On this basis the differentials between reserve needs of the various 
classes of banks are somewhat less than are indicated by the percentages for 
reserve balances required to be held at the Federal Reserve banks. 

Vault cash holdings also vary considerably among individual banks within 
each class, depending upon operating needs and practices, and they also vary 
somewhat at different times. These differences are discussed more fully in 





ee 








MEMBER BANK RESERVE REQUIREMENTS 107 


chapter 5. Hence, counting vault cash, total effective reserves now vary greatly 
among individual banks, even-in the same Reserve class. If vault cash were 
permitted to satisfy reserve requirements, total requirements would be the same 
for every bank in a class, while the proportionate amounts carried on balance 
with Reserve banks or as vault cash would vary. 


CHAPTER 2. PURPOSES OF RESERVES REQUIREMENTS 


It has come to be generally recognized that the main purpose of reserve re- 
quirements is that of providing a fulcrum for use in effectuating monetary 
policy. Reserve requirements, along with control over the supply of reserves, 
serve as an essential instrument for regulating the ability of banks to expand 
credit and add to the available supply of money.. Banks with excess reserves 
can expand credit; those with persistent deficiencies in reserves must contract 
their holdings of other assets. Under existing laws Federal Reserve policies 
may influence the availability of reserves—through discount policy decisions 
and open market operations—and also may, within limits, fix the amount of 
reserves that banks must hold—through changes in reserve requirements, 

While effectuation of monetary policy was-not fully recognized as the pur- 
pose of reserve requirements when -the Federal Reserve System was founded, 
it may now be regarded as the principal purpose. It is the major considera- 
tion in determining the level of reserve requirements and may also be considered 
as a factor in establishing differences in requirements for different types of 
deposits and classes of banks. 

Reserve requirements for:commercial banks also serve other functions which, 
though secondary to the monetary regulator purpose, may at times and under 
some conditions be important. One of these considerations is the mobilizing and 
maintenance of basic gold reserves adequate for international purposes—a rela- 
tively. unimportant function in this country since 1917. Another is the relation 
to liquidity and solvency of individual banks. 


FULCRUM FOR MONETARY REGULATION 


The Federal Reserve System’s principal means of putting its monetary policies 
into effect is through its ability to afféct the relationship between the amount 
of reserves actually held by the banking system and the total amount of reserves 
that member banks are required to hold. The availability of reserves and the 
requirement ratios together determine the potential amount of credit and money 
that the banking system can provide. Reserve requirements thus play an 
essential part in making the system of monetary regulation effective. 

In general, when the amount of reserves available to banks is increased in 
relation to the amounts that member banks are required to hold, banks have 
additional funds to lend or invest. Banks become more interested in expanding 
their outstanding credit, either through making new loans or through buying 
securities, and there is a tendency for interest rates to decline, or if demands 
are strong, rates do not rise as much as they would in the absence of additional 
lending power. Conversely, if available reserves are limited in relation to the 
banks’ requirements or desires for reserves, the effect on the money market is 
restrictive. In order to maintain their reserve positions or to expand loans 
banks find it necessary either to liquidate other assets or to borrow increased 
amounts at the Reserve banks. Bank credit and monetary expansion is re- 
strained, credit conditions generally are tighter, and interest rates tend to rise.’ 

Under a fractional reserve system, changes in the supply of reserves have a 
multiple effect upon the volume of bank credit and the money supply. An in- 
dividual bank owning reserves in excess of requirements may lend or invest only 
the amount of excess, but when the funds thus loaned or invested are deposited 
by the recipient in the same or some other bank, only a fraction of them has to 
be held by the bank as required reserves against the deposit, and the remainder 
may again. be loaned or invested. In this manner the banking system may even- 
tually build up a total volume of credit equal to many times the supply of reserves 


1It is essential to recognize that to some extent changes in interest rates affect the 
strength of demands for credit and the supply of savings available for lending outside the 
banking system. Interest rate changes, accordingly, reenforce the effects of changes in 
reserve availability in stabilizing the economy. It is, moreover, not possible for monetary 
policies to maintain any fixed level of interest rates in face of variations in credit demands 
ae impairing control over the quantity of reserves and contributing to inflation or 
*flation. 
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available. Thus multiple depends on the reserve requirement percentages and the 
distribution of deposits among banks and types of deposits with different require- 
ments.” 


Under present requirements and the existing distribution of deposits by types 
and by classes of cities, required reserves amount to a little less than 12 percent 
of the total of net demand and time deposits of member banks. This does not 
mean, however, that every additional dollar of reserves would result in an 
expansion of over $8 in deposits. Allowance has to be made for the likelihood 
that some of the additional funds made available would be held in the form of 
currency, which would exert a 1 to 1 drain on reserves and reduce the potential 
credit expansion. Moreover, the distribution of additional deposits may not 
conform to the existing pattern of distribution among member banks, and also 
some of the deposits would probably lodge in nonmember banks and thus only 
remotely affect reserve needs for member banks. Assuming that any expansion 
conformed to the existing pattern of distribution of currency and the different 
types of deposits, the potential expansion ratio for all commercial banks would 
be less than 5 to 1. If there were no expansion in currency, the ratio would be 
much greater. 

Within this general framework, there are three main kinds of actions by which 
the Federal Reserve System can influence monetary conditions. The total sup- 
ply of reserves available to member banks can be increased at the initiative of 
Federal Reserve authorities through buying Government securities in the open 
market. The supply could also be increased at the initiative of the member banks 
through borrowing from the Federal Reserve banks but, generally speaking, banks 
are reluctant to borrow for extended periods, and are constrained to limit credit 
extensions when they are borrowing. The willingness of banks to borrow can 
be influenced by changes in the Federal Reserve discount rate. Third, by reducing 
the requirement percentages, the Board of Governors can release existing reserves 
for use in expanding credit or reducing borrowings at the Reserve banks. Con- 
versely, through Federal Reserve sales of securities or through increases in dis- 
count rates or in reserve requirements, reserve availability can be lessened and 
credit restraint imposed or tightened. 

However, even though the Federal Reserve acts to affect the reserve positions 
of the commercial banks, this may not affect their credit decisions if the banks’ 
available reserves remain far in excess of the requirements and demands for 
credit are inadequate to utilize all available funds. This was the case, for ex- 
ample, during most of the period from 1984 to 1942, when banks held large 
amounts of excess reserves. . 

The supply and need for reserves are also affected by other factors than Federal 
Reserve holdings of securities or member bank borrowings or changes in reserve 
requirements. These are discussed in the next chapter, which deals with factors 
that affect the level of reserves. Federal Reserve operations have to be conducted 
with a view to these other influences, which at times may be of considerable 
importance. 

RELATION TO BASIC GOLD RESERVES 


One function that bank reserve requirements may perform is to assist in the 
mobilizing and maintenance of the gold reserves of the country. In a broad 
sense, the potential for credit expansion of a nation a a whole may be limited 
by its supply of international reserves, primarily gold, because overexpansion 
would lead to an unfavorable trade balance or to an outflow of funds resulting 
in a loss of gold. The protection of gold reserves has often been the principal 
focus of monetary policy in many countries, particularly those with a large 
yolume of foreign trade relative to domestic trade or with active international 
financial markets. In the United States, however, it has generally not been a 
major consideration since the early days of the Federal Reserve System. In 
1917, when gold could be held by the public in general and could also serve as 
bank reserves, action was taken to encourage the mobilization of gold within 
the Federal Reserve banks. One of these actions was to repeal the provisions of 
law that permitted banks to count cash in vault as required reserves. In 1933 





2 An individual bank can by its own action expand a given addition to its reserves by a 
multiple of that addition only if the deposits thus created all remain in the lending bank— 
an unrealistic assumption. Moreover, most additions to reserves of individual banks repre- 
sent losses of reserves to other banks, and expansion of credit by one is offset by contraction 
on the part of other banks. Multiple expansion results only from additions to the total 
supply of reserves and is effected through the banking system as a whole. 





' 
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prohibition upon the public’s holding of gold completed the mobilization of the 
gold stock in the Treasury. 

At present the basic gold reserve of the United States is held by the Treasury, 
but the Federal Reserve banks possess a direct claim upon that gold in the form of 
gold certificate credits, which can be exercised to meet international payments 
and which serve as the basic reserves of the Federal Reserve banks against their 
note and deposit liabilities. More remotely, banks, businesses, and individuals 
may also through their actions in international trade and finance influence the 
country’s gold supply. Changes in the supply of gold have a direct effect upon 
the availability of bank reserves. Indirectly, moreover, the level of bank reserve 
requirements influences the ability of banks to enter into commitments that may 
have an effect upon the country’s gold stock. 

In view of the large stock of gold held by the United States during the past 
40 years, protection of gold reserves has not been an important consideration. 
Only in 1920 and for a brief period in 1933, were the gold reserve ratios of the 
Federal Reserve banks near their statutory minima of 35 percent against 
deposits and 40 percent against Federal Reserve notes. In 1920, while this 
threat provided a reason for adopting restrictive policies, there were other 
more compelling reasons for imposing restraints on credit expansion. In 
1931-33, large scale withdrawals of deposits from banks in the form of currency 
necessitated a substantial increase in issuance of Federal Reserve notes and, 
together with an outflow of gold early in 1933, brought about a decline in the 
reserve ratio of the Reserve banks to close to the legal minimum. These de- 
velopments were checked by other more appropriate means than a restrictive 
credit policy. In the Second World War the law was amended to fix a uniform 
minimum gold-certificate reserve for the Reserve banks at 25 percent. Since 
that time the actual ratio for the System as a whole has continued well above 
40 percent. 

Because gold is now used primarily as an international means of payment, 
the adequacy of a country’s gold stock is measured not so much by its relation 
to the domestic money supply as by the international financial position of the 
country as reflected in the balance of payments, in outstanding liabilities to 
and claims of foreigners, and in possible variations in these factors. The 
growing dollar assets of foreigners in this country represent potential claims 
in deposits and reserves that need to be taken into consideration in appraising 
the adequacy of reserves. Since this country serves as an important center for 
holding reserves of other countries, maintained in the form of liquid assets 
payable in dollars, it should maintain gold reserves adequate to meet fluctuations 
in these balances. 

Member bank reserves are directly related to basic gold reserves because 
changes in the gold stock result in corresponding changes in member bank 
reserve balances. It has been customary for such effects on member bank 
reserves to be offset by Reserve bank credit to the extent appropriate for pur- 
poses of current monetary policy. Changes in reserve requirements may also 
serve the purpose of offsetting the effect of gold movements. Reserve require- 
ments for commercial banks may serve the purpose of immobilizing any excessive 
supply of reserve assets that might result from a large stock of gold and that 
would otherwise provide the basis for an undue expansion of credit. Reductions 
in requirements may release impounded reserves to offset drains in case of an 
outflow of gold. Such a reduction in member bank requirements would permit 
a decreases in balances at the Reserve banks and result in a decline in the 
requisite gold reserves of the Reserve banks, along with the decrease in the 
supply of gold reserves. 


RELATION TO BANK LIQUIDITY AND SOLVENCY 


Historically the original purpose for imposing reserve requirements on banks 
was to facilitate convertibility of banknote issues into specie. Subsequently 
the requirements were to protect convertibility of deposits into cash or balances 
with other banks. This purpose, though commonly viewed as to provide 
liquidity or safety, also in effect served to limit a bank’s ability to expand credit 
to some multiple of the cash or other reserve—eligible assets that the bank 
was able to retain. This limit on expansion in turn limited the potential 
claims that might be made against the bank’s liquid assets. 

The convertibility—or liquidity and safety—function has gradually come to 
be recognized as of minor significance compared with the credit-limitation func- 
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tion of reserve requirements. This is true not alone because of the great im- 
portance of the latter function in carrying out monetary policies. Although 
reserve requirements contribute in some degree to liquidity and solvency of 
banks, this contribution is a limited one. This is true partly because required 
reserves are not available to meet deposit drains except to the extent of a small 
fraction of the drain. Liquidity must depend upon the holdings of other assets 
that are in cash form or can be readily converted into cash. Even in case of 
final liquidation, required reserves would cover only a fraction of total liabili- 
ties—though not a negligible one. Solvency depends more largely upon the 
realizable value of other assets that comprise a larger portion of the total. 

The reserve requirements and the classification of cities established in the 
National Bank Act and carried over into the Federal Reserve Act were largely 
based upon the liquidity concept of reserves. It was felt that banks holding 
balances of correspondent banks that are subject to sudden withdrawal should 
carry larger reserves than were needed by banks with no such balances. The 
higher requirements related not to interbank deposits alone but to all deposits 
held by banks classified as Reserve city banks. To some extent this was not 
unreasonable, since many of the nonbank deposits of these banks were relatively 
more volatile than most deposits in other banks. 

Required reserves, nevertheless, do contribute to some extent to liquidity and 
safety. A portion of them are released when deposits are withdrawn; reserve 
balances may be temporarily drawn upon to meet drains if replenished later in 
the reserve period; and these balances, which are free from the risks found in 
loans or investments, are available to cover liabilities in case a bank should 
close. Reserve requirements amounting to one-sixth or more of demand deposits 
are not negligible elements of safety. Any substantial reduction in requirements 
would have some significance from the standpoint of safety and liquidity. 

Lower reserve requirements, by releasing banks’ funds for other uses, would 
make it possible for banks to increase their secondary reserves—that is, their 
holdings of short-term securities and similar assets that can be readily converted 
into cash in the market.. Conversely, increased requirements in effect immobilize 
a larger portion of bank assets and might thereby cause a reduction in secondary 
reserves. The actual result of any change in requirements would depend on 
how banks adjust to such a change. In case of lowered requirements, it would 
depend upon whether. banks put the funds released into liquid assets or into 
other more profitable but less liquid uses. If reserve requirements were lower, 
the quality of other assets would have relatively greater significance in apprais- 
ing the soundness of a bank or its ability to meet potential decreases in deposits 
and reserves. Standards of performance observed by banks or by supervisory 
authorities would need to take into consideration such a change. 


CHAPTER 3. APPROPRIATE LEVEL OF RESERVE REQUIREMENTS 


In deciding what is an appropriate level of reserve requirements for purposes 
of monetary policy, a number of considerations are involved. It is necessary to 
consider whether requirements are adequate for the effectuation of appropriate 
monetary policies, for providing an adequate cushion of reserves against possible 
international claims, and for safeguarding the liquidity and solvency of banks. 
On the other hand, requirements should not be so high as to impose an excessive 
burden on banks or impair the ability of the banking system to meet essential 
credit needs of.a growing economy. 

With respect to the effectuation of monetary policy, the most important basic 
proposition is that the supply of reserve assets available to banks and the 
amounts required to be held must approximately correspond. This means that 
determination of an appropriate level or possible range of reserve requirements 
must be based upon the composition of reserve-eligible assets and the possible 
long-term changes in the available supply of such assets. Also important to the 
effectuation of monetary policy is the ratio of requirements to deposits. In a 
fractional reserve system that ratio determines the leverage or the potential 
expansibility of bank credit and the: money supply on the basis of a given amount 
of reserves. 

COMPOSITION OF RESERVE-ELIGIBLE ASSETS 


Monetary policy may exert its influence on the volume of bank credit and the 
money supply, as explained in chapter 2, through exercising control over the 
volume of reserve assets that are available and through variations in the amount 
of reserves that banks are required to hold. The first consideration in deter- 
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mining an appropriate level of reserve requirements, therefore, is the amount 
of reserve assets that may be available or that can be controlled by the central 
bank. 

Reserve-eligible assets in the United States at present are confined to mem- 
ber bank balances with Federal Reserve banks. It is now suggested that vault 
cash holdings by banks should also be included, as they were prior to 1917. 
These assets possess characteristics that are essential for reserve purposes. 
In the first place they are limited in amount, and in the second place their 
aggregate amount available for reserve purposes is susceptible to control. 
Vault cash held by banks serves the same purposes as reserve balances be- 
cause such cash needs reduce the amount of a bank’s deposits that it has 
available for lending. Furthermore, currency can be obtained only by drawing 
on reserve balances or through the use of Federal Reserve credit and in turn 
ean be exchanged for such balances. Hence Federal Reserve control over the 
availability of reserve assets is not impaired by permitting cash holdings to be 
counted as reserves. Since other assets that banks may acquire are not sub- 
ject to limitation by the Federal Reserve, they are not suitable as reserve 
assets. 

AVAILABILITY OF RESERVES 


The supply of reserve balances is almost wholly derived from gold, other 
currency issued by the Treasury, and Federal Reserve credit, less amounts 
drawn out in currency. Other factors that affect the supply of reserves are 
generally of minor or temporary significance. The magnitudes of these prin- 
cipal factors in the reserve equation outstanding in November 1958 were as 
follows: 

Average daily figures for November 1958 


[In billions of dollars] 











SOURCES USES 

Monetary gold stock......-_._-- 20.6] Currency in circulation__________ 31.7 
WPASENTy: CULTORCY 2 ete 6.2 | Other factors, .net———....-——-....--~ 2.8 

Federal Reserve credit, total_._._. 27.2} Member bank reserve balances, 
CU soe rite encat eee. 18.5 

U.S. Government securities__ 25.7 

Member bank borrowing-_-_--- 5 en Rocce eared 18. 0 
RE ORS OPES a ALE 1.0 Rca cat 5 
ON te ae ae ee aah 53.0 RN ih bette catia aac eee 53.0 


As long as the aggregate demands for currency and reserves, which currently 
total close to $50 billion, exceed the supply of gold and Treasury currency, 
which total less than $26 billion, the availability of reserves depends primarily 
upon the amount of Federal Reserve credit that is supplied. While an indi- 
vidual bank may obtain reserves or currency by shifting other assets to other 
banks in exchange, all banks as a group cannot add to or subtract from the 
supply of reserves except through borrowing from the Reserve banks or repay- 
ing such borrowings. The Federal Reserve can control the availability of 
reserves by buying or selling Government securities, or at least can by such 
sales make it necessary for banks to undergo the restraint of borrowing from 
the Reserve banks if they want to obtain additional reserves or currency. As 
explained in chapter 2, the need to borrow to obtain reserves exerts restraints 
on banks in their credit operations. Monetary policies can have an influence as 
long as reserve requirements are large enough to necessitate the use of Federal 
Reserve credit. 

There are fairly wide short-term variations in reserve and currency needs 
which account for the bulk of current Federal Reserve operations, but such 
variations are generally temporary and move within a maximum range of $2 
billion or $3 billion in the course of a year. In considering any fundamental 
change in the level of reserve requirements, allowance must be made for longrun 
potentials. Once reserve requirements are reduced it is difficult to increase 
them again without forcing credit liquidation, except at times when banks have 
large excess reserves along with limited credit demands. The principal factor 
other than Federal Reserve credit that might affect the available supply of 
reserves is the movement of gold, which is discussed in the next section. 
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EFFECT OF THE GOLD SUPPLY AND OF INTERNATIONAL LIABILITIES 


As explained in chapter 2, the maintenance of adequate reserves in gold or 
readily convertible foreign exchange to meet emergency drains is an important 
aim of central bank policies in many countries. Inflationary developments 
that stimulate consumption or investment at home or result in a rise of do- 
mestic prices relative to those abroad are likely to lead to a shift in the bal- 
ance of international payments and a loss of reserves. Such developments 
often need to be combated by credit restraint and rising interest rates. 

Generally during the past 40 years in the United States, with its large gold 
reserves, with the relatively small importance of foreign to domestic trade, 
and with the dominance of domestic forces in its capital markets, monetary 
policies have been primarily concerned with internal developments. Gold move- 
ments have been of monetary significance primarily because of their effects on 
the availability of reserves, and monetary policies have been directed either 
toward offsetting these effects or permitting them to occur as may be deemed 
appropriate on the basis of domestic considerations. 

The Federal Reserve should be in a position to prevent any large increase 
in this country’s gold stock from unduly expanding the credit base. This can 
be done by selling securities from the Federal Reserve portfolio or by raising 
reserve requirements. In order to avoid the possible future need for increasing 
reserve requirements at a time that may be inappropriate on other grounds, 
the Federal Reserve portfolio of Government securities should be kept large 
enough so that a portion of it could be sold to absorb reserves supplied by any 
potential gold inflow and still leave an amount sufficient for current operating 
purposes. ; 

Over a period of a decade an inflow of gold of as much as $10 billion, while 
not probable, is not impossible. An increase of $15 billion occurred in 6 years, 
1935-40. In 1957 the country’s gold stock increased by over $800 million. Total 
gold reserves of foreign countries and international institutions (excluding 
U.S.S.R.) have increased from less than $10 billion a few years ago to over 
$17 billion, and the combined monetary gold stock of these countries and agencies 
and of the United States has grown at a rate of more than $500 million a year. 
Some part of the existing gold supply and of future additions might be used 
to cover payments to the United States for current or capital accounts and add 
to our gold stocks. 

Movements of gold and changes in bank reserves may be affected by changes 
in the volume of the country’s international liabilities, particularly those of 
a short-term nature. The building up of such balances may result in increasing 
bank deposits, bank reserves, and the gold stock in this country. Their with- 
drawal may exert a drain on deposits, reserves and gold. The relation of these 
liabilities to the country’s monetary gold stock has a bearing upon potential 
changes in the volume of bank reserves. 

In addition to being prepared to offset a gold inflow, the banking system 
of this country should be kept in a position to meet a possible outflow of gold 
that might result from a drawing down of foreign balances or other capital 
movements out of this country. If reserve requirements have been kept high 
enough while the foreign balances are here, they could be more readily reduced 
if there should be a withdrawal of such funds that exerted a drain on reserves. 
One effect of a reduction in member bank requirements would be a decline in 
Federal Reserve bank deposit liabilities that would ameliorate the effect on 
Reserve bank reserve ratios of the accompanying loss of gold. 

Maintaining reserves against possible wide variations in international pay- 
ment balances has not been an important problem in the United States as it 
has been in many other countries. It might, however, become significant 
here at some time in the future in view of the growing role of dollar holdings 
as the basic reserves and liquid assets of many foreign countries. Possible 
expansion in American capital investment abroad or changes in the relative 
eompetitive position of American commerce and industry in world markets 
might also cause gold movements to assume a more significant role in monetary 
policy considerations. 


POTENTIAL CHANGES IN RESERVE NEEDS 


Over an extended period of time a relatively steady growth may be expected 
in amounts of currency and bank deposits essential to cover the needs of a grow- 
ing economy. The expansion of bank deposits would require, in turn, an expan- 
sion of reserves available to the banking system, unless there were a reduction 
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in reserve requirements in relation to deposits. Such a growth in currency and 
reserve needs might be expected to exceed any likely additions to the supply of 
reserves resulting from increases in the country’s gold stock. In the past 
decade the growth in required reserves and currency combined has averaged 
about 3 percent a year, but part of this growth reflected demands incident to 
increases in the general price level. During the 1955-57 period there was little 
growth in reserve needs, as accelerated turnover of existing money supported 
the rise in economic activity and prices. In 1958 the money supply showed a 
renewed upsurge; reserves needed to cover this growth and also a decline in the 
country’s gold stock were supplied in part by reductions in reserve requirements 
and in part by an increase in Federal Reserve holdings of U.S. Government 
securities. 

The potential amount of any future growth is largely a matter of conjecture, 
especially because of the possibilities for economies in the amounts of bank 
deposits and currency that need to be held in order to effect any given volume 
of transactions. The ratio of demand deposits at banks to the total national 
product, while lower recently than during most of the past 30 years, is still 
higher than it was during the 1920’s. Monetary needs at any time must be deter- 
mined on the basis of the current performance of the economy rather than by 
any constant or definite ratio to total economic activity. 

As to possible economies in the use of currency, which has a one-for-one effect 
on the need for reserve funds or Reserve bank credit, it may be noted that in 
1929 total currency in circulation averaged close to 4 percent of the gross national 
product. Currency demands expanded greatly during the depression of the early 
1930’s, largely because of withdrawals of funds from the banks, and also ex- 
panded in the 1940’s because of special wartime needs. In recent years currency 
in circulation has grown at a rate of about 1 percent a year—much more slowly 
than gross national product. The amount of currency outstanding is still about 
7 percent of the national product, or much greater than in the 1920’s. Thus, 
there is little basis for projecting any particular rate of future growth in cur- 
rency demand. 

THE LEVERAGE FACTOR 


In addition to the need for correspondence between the quantity of reserves 
available and the amounts required, the percentages of deposits that banks are 
required to hold as reserves involve other considerations of importance. These 
percentages determine the expansibility of credit and money that is possible on 
the basis of a given supply of reserves. Conversely, these ratios determine the 
amount of reserves needed to provide for a given amount of bank credit and 
money, and, indirectly, to support a given total volume of economic activity. 

The extent to which any change in the supply of available reserves affects the 
credit situation depends on this expansion ratio. With low reserve requirements 
the reaction is more volatile, with high requirements changes in credit volume 
are more moderate. Correspondingly, to obtain a stimulus to credit expansion 
or contraction of a given amount, relatively larger changes in Federal Reserve 
credit are needed if requirement percentages are large than if they are small. 
Shifts of funds among banks and regions also have varying effects upon money 
markets depending upon the level of reserve requirement percentages. 

In view of the constant and large-scale shifting of funds and the wide short- 
term variations that ordinarily occur within the banking system and in the 
money markets, a lower reserve requirement ratio is likely to result in more 
volatile and erratic conditions in the money market than would be the case 
with a higher ratio. While no larger amounts of Federal Reserve credit would 
be needed to offset the effects of a given change in reserves, with a smaller 
ratio system operations would have to be more delicately adjusted to changes 
in the availability of reserves. For example, a small volume of excess reserves 
for a short period could create more erratic conditions in the market unless 
offset by prompt Federal Reserve action than is now the case. Operating difficul- 
ties already created by wide fluctuations in Federal Reserve float * would be multi- 
plied with a lower level of reserve requirements. 





* Float represents the amount of checks deposited at Reserve banks and credited to mem- 
ber reserve accounts but not yet charged against accounts of banks on which drawn. 
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RELATION TO BANK EARNINGS 


In determining the aggregate volume of reserve that banks should be required 
to hold, consideration must be given to the earning capacity of banks. Reserves 
are nonearning assets and the larger the proportion of deposits that are held 
in such form the smaller is the amount that may be employed to produce income 
to cover expenses and provide a return on the stockholders’ investment. Banks 
perform many essential functions in the operation of our economic system and 
the cost of these functions needs to be covered by earnings. At the same time, 
to provide an adequate margin of protection for depositors, banks must be in 
a position to attract the investment of capital from stockholders by paying 
dividends that*are competitive with other investments. 

Any reduction in reserve requirements would permit banks to increase their 
earning assets and thus provide larger earnings. This in turn would help banks 
to improve their capital positions. Even if the reserves released were fully 
absorbed by Federal Reserve open market sales so that no excess reserves were 
created, member banks could buy additional securities or make loans in an 
amount equal to the reserves released, and thus increase their earnings. 

sank capital accounts in recent years, as illustrated in cake 4, have shown 
much smaller ratios to total assets than were customary 20 years or more ago. 
They have increased only slowly in the past decade. Net profits relative to 
total assets have been lower in recent years than was the case in the prewar 
period, although reflecting the lower relative capital positions, the ratio of 
profits to capital has been maintained since the war at close to the rate of the 
1920’s. Banks have generally paid out smaller portions of their earnings in 
dividends during most of the postwar per iod and have added the remainder 


to capital. 
TABLE 4.—Earnings and yabiten ve ratios of member banks 
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The sharp decline in the ratio of capital to total assets during the war years 
largely reflected an increase in total assets resulting from additions to holdings 
of Government securities, which carry less risk of loss than loans. In the post- 
war period, however, loans have increased and holdings of Government securities 
have declined, although they continue to be a larger proportion of total loans 
and investments than in the 1920’s. The ratio of capital accounts to assets other 
than cash and U.S. Government securities has thus declined substantially from 
the high level reached in the war years and is now also below that prevailing 
in the 1920’s. So many considerations enter into the measurement of the ade- 
quacy of bank capital that it is not possible to base judgment entirely on ag- 
gregate ratios of this nature, but it appears that by past standards bank capital 
positions and earnings are on the low side. 

With respect to the level of earnings, available information, shown in table 5, 
indicates that bank earnings relative to net worth have been below those of manu- 
facturing and trade corporations, which are generally subject to greater risks 
and severer competition. Bank profits seem to compare favorably with earnings 
of public utilities, which are to a considerable extent protected by regulation. 
Banks are in some degree protected from competition by public regulation with 
respect to chartering of new banks and the establishment of branches. Banks 
are not regulated as to the rates of return on their loans and investments, and 
their earnings are considerably affected by the fairly wide variations that occur 
in interest rates due to factors beyond their control. 
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TABLE 5. 





Ratio of net profits to net worth, commercial banks and selected 
industries 
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Source: First National City Bank of New York, ‘‘Monthly Letter: Business and Economic Conditions’’ 
(various issues). 


CONCLUSIONS 


It may be concluded from this discussion of the appropriate level of reserves 
that, to permit effectuation of appropriate monetary policies, reserve require- 
ments of member banks do not need to be as high as they have been in recent 
years. A lower level of requirements would improve the earning position of 
banks and aid them in building up their capital positions to levels commensu- 
rate with the more rapid expansion that has occurred in their liabilities during 
the past 30 years. Some reduction in reserve requirements would not neces- 
sarily impair the liquidity and safety of banks’ assets if banks are prudent in 
the use of additional funds obtained. Any substantial reduction in require- 
ments, however, might raise questions about the adequacy of safety or liquidity 
in the asset structure of banks, unless offset by other additions to liquidity. 

To the extent necessary to avoid undue credit expansion, reserves released by 
any reduction in requirements could be absorbed by Federal Reserve sales of 
securities in the market. This would in effect shift earning assets from Federal 
Reserve banks to member banks. The present System portfolio is adequate to 
permit a substantial reduction and still leave enough to provide sufficient earn- 
ings to cover necessary expenses, as well as for current purposes of policy. 

Any decrease in requirements, however, should leave the Federal Reserve with 
a portfolio adequate to cover possible future contingencies, such as a large in- 
flow of gold or economies in the use of currency that might add reserves in 
excess of appropriate needs. In view, moreover, of the growing international 
liabilities of this country, the reserve base of member banks, as well as that of 
Federal Reserve banks, should be maintained at a level that would permit fur- 
ther reduction of requirements if needed to cover a future drain on our gold 
reserves. 

While normal growth of the economy may require some increase in the supply 
of money and in needs for additional reserves, there may be large potentialities 
for economies in the use of money, which make any projections of future needs 
unreliable. Reserves should be released only as needs actually arise and not in 
anticipation of possible needs. 

Any substantial release of reserves within a short period of time can have 
disturbing effects on credit markets and on the economic system generally. 
Although the amount of any such release can be offset by absorption of the same 
amount through Federal Reserve sales of securities, the initial uses that might 
be made of the actual reserves released cannot be controlled. Increased lever- 
age for credit expansion permitted by lower reserve requirements may also pre- 
sent problems of adjustment. 

For these various reasons, any reductions in reserve requirements have to be 
made in relatively small amounts over extended periods of time. They should 
be made only at times when money market and credit conditions are such that 
undue credit expansion in some lines would not occur before it could be brought 
under control. The Federal Reserve should have no mandate or commitment to 
reduce requirements to some specific level within a definite period of time. 
Legislative authority should be sufficiently flexible that changes can be made in 


a manner, in amounts, and at times that do not conflict with the needs of 
monetary policy. 
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CuaprTer 4. BASIS FOR DIFFERENTIALS IN RESERVE REQUIREMENTS 


In considering the question of an appropriate system of reserve requirements 
for commercial banks, one of the most difficult and elusive problems is a deter- 
mination as to what should be the basis or criteria for reserve requirements from 
the standpoint of both monetary theory and institutional practice. This problem 
is concerned not only with the level of required reserves in the aggregate, but 
also with differences in requirements for different types of deposits and classes 
of banks. Differentials in reserve requirements as between types of deposits 
and among classes of banks determine the distribution of reserves among indi- 
vidual member banks. These differences, moreover, contribute to the effective- 
ness of reserves and reserve requirements as a fulcrum for regulation of the 
supply of money and bank credit. 

As previously pointed out, it is now commonly recognized that the principal 
function of bank reserve requirements in modern monetary systems is to serve 
as a means whereby the central bank can exert control over the volume of 
deposit money. If volume of deposit money were the only concern of monetary 
regulation, then reserve requirements should presumably be a ratio of total 
deposits with no distinction by type of deposit and be identical for all banks. 
The existing system of reserve requirements for Federal Reserve member banks 
contains differentials by classes of banks and by type of deposits. These differ- 
entials imply some principle of distinction as to the money quality of deposits 
of different types and in different banks. 

The principal reason for maintaining such distinctions, rather than having a 
single percentage figure applicable to all deposits, is the significance of variations 
in what may be called the money quality of different deposits as means of 
payments. The effect of monetary holdings upon economic activity is deter- 
mined by the use of money in economic transactions, not merely by the holding 
of idle balances; the outstanding volume of money has significance as an indi- 
cation of the availability of money for use, i.e., as an index of the liquidity of 
the economy. Variations in the economic contribution of monetary holdings are 
roughly indicated by differences in the rate of use or the velocity of turnover 
of different deposits. Changes in the rate of turnover of existing deposits may 
have as much, or more, influence on economic activity and prices as variations 
in the quantity of money, and hence are of concern for the effectuation of 
monetary policy. Later in this chapter there is a discussion of the difficulties of 
measuring turnover for this purpose. 


INTERBANK DEPOSITS 


Historically, differentials in reserve requirements, though applied according 
to location of banks in particular cities, were based primarily upon liquidity or 
convertibility concepts. The more volatile deposits bore higher reserve require- 
ments. Under the National Bank Act, reserves consisted of balances with cor- 
respondent banks, together with vault cash holdings. Higher requirements 
against deposits in cities where banks held large amounts of balances due to 
other banks were designed to limit the possibility of building up a pyramid of 
reserves upon a narrow base of specie or money of ultimate convertibility. 
With a banking system in which balances with other banks can be counted as 
reserves against deposits, requirements that banks hold reserves in the form 
of currency or balances with the Reserve banks against their balances due to 
banks serve to limit total credit expansion. In such a system higher requirements 
against interbank balances help to limit potential credit expansion on the basis of 
a given amount of basic reserves. 

Under the Federal Reserve Act as amended, interbank balances have not 
counted as reserves since 1917, but the classification of cities for reserve pur- 
poses has been to a large extent based on holdings of deposits due to other 
banks. The only eligible reserve assets since 1917 have been balances with 
Federal Reserve banks, and it is now suggested that vault cash holdings be 
made eligible. The aggregate of these generally cannot be increased except 
through the use of Federal Reserve credit. Interbank balances can be built 
up through interbank lending or other reciprocal arrangements. Balances 
with other banks still serve as reserves for banks that are not members of the 
Federal Reserve System and thus to a limited extent may provide the basis for 
multiple credit expansion. 
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Correspondent balances at banks serve as liquid secondary reserves for the 
banks making the deposit because they can be readily drawn upon to meet 
reserve needs, but the deposit and withdrawal of such balances do not affect 
the total supply of reserves, although they may result in shifts of available 
reserves among banks and stimulate expansion or contraction by banks gaining 
or losing such deposits. In essence, such balances reflect the transfer of the task 
of lending or investing from the depositing banks to banks holding the balance. 
Interbank balances are in effect merely an intrasystem operation with no direct 
or separate monetary effect; they are part of the process of putting money to 
use and do not need to be subjected to extra reserve requirements. The present 
system of permitting the deduction of balances due from banks in computing 
net demand deposits subject to reserve requirements eliminates duplication of 
requirements. Banks obtaining the funds for lending or investing must supply 
the reserves required to be held against them. 

The effect of such balances on the total supply of reserves for member banks 
therefore, is negligible, although changes in the amount and distribution of 
such balances among banks of different reserve classes affect the total volume of 
required reserves. There does not appear to be any basis in principle for im- 
posing higher reserve requirements on interbank balances or on banks that hold 
such balances than on other deposits or other banks. An exception to this 
conclusion might apply in the case of balances due to nonmember banks, which 
can serve as the basis for multiple credit expansion. 


DEMAND AND TIME DEPOSITS 


Under the Federal Reserve Act, requirements against time deposits have been 
lower than those against demand deposits, although there was no difference 
under the National Bank Act and some countries having reserve requirements, 
e.g., Canada, make no distinction. The basis for this distinction from the stand- 
point of monetary regulation is that time deposits are presumed to represent 
savings which are entrusted to banks for investment, while holders of demand 
deposits generally use them more actively in financing the flow of goods and 
services. In effect, such differentials in requirements give recognition to the 
function of many as a medium of exchange, as well as to the store-of-value 
function. The rates of turnover of demand deposits, as measured by debits 
against them, average between 12 and 30 times a year at most banks, with a 
number of the largest banks showing turnover rates of over 30. Scattered in- 
formation available indicates that withdrawals of savings deposits at commercial 
banks have in recent years averaged about once every 2 years or one-half times 
a year, although there is some variation among banks, and at times in the past 
the average rate has been higher. Information is not available as to with- 
drawals of other types of time deposits at commercial banks. 

While it is evident that true savings invested through financial intermediaries, 
including banks, do not make the same contribution toward effecting payments 
as do more actively used types of money, the line of distinction between savings 
and current money is not a clear and narrow one. The gradations are not 
always distinctly definable. A large portion of time deposits represent liquid 
funds that may be drawn upon frequently, enabling holders of such readily 
available deposits in banks to keep their demand balances at a minimum. More- 
over, some demand deposits are relatively inactive and might be viewed as 
savings. 

If the margin of difference between requirements against demand and time 
deposits is too wide, commercial banks, holding both demand and time deposits 
and using both in the process of credit creation, have a greater inducement to 
attract funds into time deposits through payment of higher rates of interest or 
by other means. Many of these funds might otherwise have been held in demand 
accounts, and the result of the shift would be a lower level of reserve require- 
ments, thus permitting additional credit and monetary expansion, with little or 
no significant change in owners’ attitudes as to their money holdings or in their 
actions with respect to the use of money. Such a tendency developed in the 
1920’s, when time deposits had fewer restrictions on withdrawals and showed 
somewhat higher rates of turnover than has been the case in subsequent periods. 
Subsequent changes in legislation and regulations placed more restrictions on 
time deposit withdrawals. Since the end of 1956, however, when banks have been 
in a position to pay attractive interest rates on time deposits, there has been a 
considerable growth in time deposits at commercial banks, reflecting some shift- 
ing from demand accounts. There are indications that a significant portion of 
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the funds moving into time deposits represent liquid holdings that might readily 
be shifted into other uses, rather than the accumulation of savings. 

Whereas lower reserve requirements against time deposits than against demand 
deposits are appropriate because of differences in monetary significance, some 
reserves should be held against time deposits at banks. Such deposits, payable 
at face value on short notice, perform the store-of-value function of money and, 
like demand deposits, they play a role in the process of bank credit expansion. 
Any institution handling such funds runs the risk of fluctuations in values of 
the assets in which they are invested and should maintain a minimum margin of 
eash for liquidity or safety. Commercial banks should not be exempted from 
this requirement or be permitted to maintain a lower degree of liquidity than 
other savings institutions may find necessary, nor should they be permitted to 
depend on reserves or liquidity held against demand deposits to cover their 
time deposit needs. Available information indicates that the ratios of with- 
drawals to outstanding balances in deposits at mutual savings banks and in 
share accounts at savings and loan associations are somewhat lower than 
correpsonding ratios against savings deposits at commercial banks. These 
institutions maintain some cash balances which serve the function of reserves. 

For these various reasons, although some differential in requirements between 
deposits of different types is reasonable and desirable, the present statutory 
limits of 3 to 6 percent for reserve requirements aaginst time and savings deposits 
at member banks should not be lowered or narrowed. It is essential that the 
Board retain at least this much flexibility in order to adjust to changing forces 
that may affect the distribution and use of such deposits. 


CLASSES OF BANKS 


Differentials in requirements by classes of banks, although perhaps not specifi- 
cally established for such a purpose, also in practice conform roughly to differ- 
ences in the rate of use of deposit money. These differentials by class of bank, 
as well as those by type of deposit, imply some principle of distinction as to 
gradations in the money quality of deposits. 

Classification of cities for reserve purposes under the Federal Reserve Act 
has continued to be based upon the system followed undef the National Bank 
Act, which was related to holdings of interbank deposits, even though balances 
with correspondent banks no longer count as reserves. Banks in the designated 
central Reserve and Reserve cities are required to maintain higher reserves 
against all their demand deposits, not only against interbank balances, than 
are banks in other cities. As explained in chapter 1 and appendix B, criteria used 
by the Board in classifying cities for reserve purposes, particularly since 1947, 
have been based primarily upon relative holdings of interbank balances. 

In practice, this basis of classification does not work out completely illogically 
because banks with large amounts of interbank deposits generally also hold 
relatively active nonbank accounts. The higher requirements, however, apply 
to all banks in the city, regardless of nature of business, although under existing 
law the Board may permit banks in outlying sections of a central Reserve or 
Reserve city to carry reserves at the lower requirement level specified for Reserve 
city or country banks. These exceptions are granted on the basis of differences 
in character of business of the individual banks, as well as in location. Never- 
theless, many individual banks classified as central Reserve or Reserve city 
banks hold relatively small amounts of balances due to other banks. 
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TABLE 6.—Distribution of member banks by reserve classes, by volume of totat 
deposits and by volume of interbank deposits, June 30, 1956 


















































Total Number with interbank demand deposits of 
Class of bank and deposit size (total | number (in millions of dollars) 
deposits in millions of dollars) of z 
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Over 100 | 50 to 100 | 25 to 50 | 10 to 25 | Under 10 

Central Reserve city, total...........----- 31 il 6 2 4 8 
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500 to 1,000.....- a te eat pcaninaciatas | 4 1 3 accausulcdemecieuadl sede epeden 
IE aX: etn ndcitdads> Sedemeteiiet Dit caren 3 | 2 1 3 
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A ns ivernccrteveenk saceual” SEE Eeocekakts Teast | 3 23 6, 151 
1000 MOR. 6c SoS ecu 5 ‘ 10 48 
1!) é ss § 12 106 
Under 50.....- ingen gata tae Caen eeite 5, 998 A a 1 5, 997 

All member banks, total 84 6, 318 








Table 6, which shows the distribution of member banks in each reserve class 
by amount of total deposits and by amount of demand deposits due to other 
banks, indicate that in general banks with the largest amount of interbank 
deposits are now classified as central Reserve city banks and that nearly all 
other banks with interbank demand deposits of over $10 million are classified 
as Reserve city banks. There are a few country banks that hold a significant 
volume of interbank deposits although the bulk of country banks have little 
or none. About a fourth of the central Reserve city banks and over half of the 
Reserve city banks have relatively small amounts of interbank deposits, and 
most of these are also relatively small in size as measured by total deposits. 
To some extent these are banks located in the central portion of cities and can- 
not under present law be permitted to carry lower reserves, and some of them 
may engage in other types of business which are similiar to and directly competi- 
tive with banks carrying substantial amounts of interbank deposits. Toa small 
extent they are banks in cities that have chosen to continue as Reserve city 
banks although they could be given a lower classification under the present 
regulation. It may be concluded that even tested by the distribution of inter- 
bank balances, which is the present underlying basis of classifications, the exist- 
ing classification of banks is to some degree haphazard and unsatisfactory. 

To provide a broader basis for classification of banks for reserve purposes, 
consideration needs to be given to other aspects of the banks’ activities than 
merely interbank deposits. It may be said that in a general way deposits of 
active commercial, industrial, and financial businesses contribute more to eco- 
nomie activity than do deposits in personal accounts and those of smaller less 
active enterprises. Differentials of this nature have a bearing upon the effects 
of monetary policies designed to influence the level of demands for goods and 
services. It may be considered appropriate, therefore, that banks the bulk of 
whose deposits consists of more active balances should be required to carry 
larger reserves than banks whose deposits consist largely of less active balances. 

Measurement of such differences presents difficult problems. For the country 
as a whole the overall rate of use of money is broadly indicated by the relation- 
ship between the volume of money outstanding in any period to the total volume 
of transactions in the exchange of goods and services. For individual banks 
or separate deposit accounts, the only feasible method of measuring activity 
of deposits is from records of checks drawn against outstanding accounts, but 
many checks represent transfers of funds that do not involve exchange of goods 
or services or other significant economic transactions. The proportion of such 
transfers, moreover, varies considerably among different accounts. Hence 
debits against deposit accounts do not always accurately measure significant 





120 MEMBER BANK RESERVE REQUIREMENTS 


variations in the money quality of different deposits. Allowance has to be 
made for other characteristics of the accounts, such as the nature of business of 
the depositors. 

Activity as measured by ratios of checks debited to average balances out- 
standing, nevertheless, do provide some indication of fundamental differences 
in the nature of deposit holdings of individual banks. Table 7 shows the dis- 
tribution of over 1,000 of the largest member banks by Reserve classes, by amount 
of total deposits, and by annual rate of turnover of deposits of individuals, part- 
nerships, corporations, and State and local governments (i.e., all demand deposits 
except those of banks and the U.S. Government). The figures relate to the situ- 
ation as of June 30, 1956, and cover nearly all banks for which debits figures are 
available. 

In most of the large central Reserve city banks, demand deposits had average 
rates of turnover of more than 30 times a year. Three-fourths of the Reserve 
city banks showed average turnover rates for their demand deposits of 16 times 
a year or more, with most banks in the larger size groups exceeding 20, and 
several above 30. Banks with annual turnover rates of over 30 hold over a 
fourth of the total demand deposits of businesses, individuals, and State and 
local governments held by all member banks. In a number of banks in various 
cities, annual rates of turnover of 40 or more are customary, reflecting large- 
scale transfers of funds in some accounts concerned with marketing operations 
in securities or commodities. 

The table shows, however, that in each Reserve class there are a number of 
banks which do not conform to the typical pattern with respect to total size or to 
rate of turnover of demand deposits. There are several central Reserve city 
banks, mostly small in size, with moderate rates of turnover. A number of large 
Reserve city banks have high turnover rates, but there are many Reserve city 
banks that are like country banks with respect to both total volume and turnover 
of deposits, as well as with respect to volume of interbank deposits. 


TABLE 7.—Demand deposit activity as related to size of bank and reserve 
classification 





Member banks reporting deposit activity 





Class of bank and de- All 
posit size (total de- | member | Number with given annual rates of turnover ! 12 months 


posits in millions of banks ending June 1956 Median 
dollars, June 30, 1956) | number : 
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SS 5 cL Séinin hs 56 52 1 8 19 16 5 3 20 
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Country banks: All > % 

adelaide 6,177 802 110 255 264 132 31 DN icra 
ee 61 MOLL. + 24 19 Sai. re 19 
Saar 118 95 3 16 47 24 4 1 19 
a 268 187 13 63 65 35 9 2 17 
PG tccolecchooe 906 318 44 116 104 40 11 3 16 
pe SPREE eee 4, 824 151 50 56 24 14 3 4 14 





1 In demand deposit accounts of individuals, partnerships and corporations, and of States and political 
subdivisions. Only member banks reporting debits regularly are including in this tabulation. 
3 Middle rate for each group. Median rates not computed for each class as a whole. Turnover rates 
on aggregate figures for year ending June 30, 1956, amounted to 45 times a year for banks in New 
York City, to 28 in 6 other financial centers, and to 21 in 337 other reporting centers. 
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An appreciable number of the larger country banks have demand deposit 
turnover rates of 20 or more—the median for Reserve city banks. A few 
relatively small Reserve city and country banks with very high rates of turnover 
probably hold deposits of businesses of a specialized nature that involve high 
rates of turnover, such as stockyards or some types of commodity traders. The 
bulk of the smaller country banks show turnover rates of less than 16. It 
should be noted that turnover rates are not available for about 85 percent of 
the country banks, largely in the very small-size groups. It is likely that most 
of these would have demand deposit turnover rates of less than 16 times a year, 
with a substantial portion having rates of 12 or less. 

Another indication of differences in the character of deposits is provided 
by data showing the distribution of deposits according to ownership among 
broad economic classes. Estimates of ownership distribution of demand deposits 
of individuals, partnerships, and corporations are made periodically on the basis of 
a sample survey. Although these data have not been compiled by Reserve 
classes of banks, table 8 shows the distribution by size of banks as of January 
29, 1958. 

These figures show that in the large banks the bulk of the deposits covered 
by the survey are those of business concerns, particularly nonfinancial corpora- 
tions. At the smallest banks personal accounts of individuals and accounts of 
farm operators together account for the major portion of the total. Deposits 
of financial businesses are somewhat more important at large banks than at 
small banks. 


TABLE 8.—Ownership of demand deposits by size of bank, percentage distribution, 














Jan, 29, 1958 
A Size of bank (total deposits in millions of dollars) 
banks 
Under 2 2-10 10-50 50-250 | 250-1,000 | 1.000 and 
over 

Distribution by size of bank: 
All Rome@rS £551 lci visewduee 100. 0 7.1 17.1 17.7 18.5 21.4 18.2 

Distribution by type of holder: 
We... a-eonaieescere 100. 0 100. 0 100. 0 100. 0 100.0 100.0 100.0 
Domestic business. ...-.-...--.- 58.8 28. 6 38. 8 55.3 67.4 69.5 71.4 
Financial business---..-.-.- 9.9 5.7 8.9 9.6 9.5 12.8 9.6 
Nonfinancial business. ----- 48.9 22.9 29.9 45.7 57.9 56. 7 61.8 
Nonprofit organizations......-. 4.8 4.4 5.5 4.6 4.9 5.4 3.9 
Farm operators... --.--.-------- 4.4 23.7 10.9 1.9 .8 1.1 8 
Individuals, personal-......-...- 29.3 42.3 43.8 35. 5 24.9 20. 4 19.5 
Trust departments of banks... LT -6 1.0 2.3 1.8 2.6 
Foreigners. ....---- ottbectiula gate 1.0 <th begeas}ucrhs -4 2 1.0 3.3 


NotEe.—Percentages indicate the estimated distribution of dollar amounts of demand deposits of indi- 
viduals, partnerships. and corporations at insured commercial banks based upon reports from a sample of 
banks. Deposits of State and local governments, of the U.S. Government, and of banks are not included. 


Another reason for maintaining classes of banks with differentials in reserve 
requirements rests in the ability of banks themselves to keep their available 
funds in active use and thus contribute to economic activity. Not only do 
large banks in financial centers hold deposits that are more actively used to 
influence economic activity, but these banks are also in a better position to put 
available funds to use more promptly and fully than are banks located else- 
where. In order to meet temporary adjustments in needs for reserves or emer- 
gent loan demands, banks outside financial centers find it necessary to main- 
tain balances with city banks, which like required reserves are nonearning assets 
and reduce their ability to extend credit. 

Because of the amounts of funds handled by city banks and their ready access 
to central money markets, it is economical for them to determine their reserve 
position precisely from day to day and to lend out any excess reserves through 
the markets for liquid funds, including Treasury bills, call loans, and sales of 
“Federal funds.” Thus, the amount of their resources tied up in nonearning 
assets is limited to their actual legal reserve requirements—as distinguished 
from banks that usually hold excess reserves or balances with other banks in 
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addition to their legal requirements. . The higher reserve requirement to some 
degree offsets the special benefits that these large banks in central money mar- 
kets have in not needing to carry as high a proportion of other nonearning 
assets as other banks and also, for purposes of monetary regulation, limits 
their ability to expand credit. 

These attributes are possessed in. varying degrees by large city banks, de- 
pending upon size, nature of deposits held, and types of loan demands of their 
customers. Thus there is a rational basis for more than two classes of banks. 


CONCLUSIONS 


Although the principle of differentials in reserve requirements is recognized 
in existing practices, difficulties arise in establishing appropriate classifications 
for many individual banks. The existing system of classification is by cities 
and was based initially on such general criteria as size of city and financial 
importance, as described in appendix B. Under present procedures, the prin- 
cipal criterion in borderline cases is the volume of interbank deposits. Inequi- 
ties in this system arise because many individual banks in central Reserve and 
Reserve cities do not engage in the same type of business as the dominant banks 
in those cities but resemble more closely banks with lower reserve classifications. 
Moreover, the holding of interbank balances does not provide a logical basis for 
reserve requirements for purposes of monetary regulation. 

Under existing law, individual banks can be permitted to carry lower require- 
ments only if located in “outlying districts” of the cities. This results in inequi- 
ties for a number of individual banks, and it is proposed that the law be 
amended to permit exemption of banks on the basis of the character of business. 
This would permit the adoption of more logical and equitable standards of 
classification for cities as well as for individual banks in central Reserve and 
Reserve cities. A rational system of classification should take into considera- 
tion differences in the character of deposits held by banks as indicated by type 
of depositors and by the rate of use of the funds in transactions affecting the 
flow of goods and services. 

Any changes in the structure of reserve requirements would be likely not only 
to affect the level of required reserves but also to alter long-established competi- 
tive relationships among banks. Although some aspects of the present structure 
may be viewed as inequitable, the existing banking system has developed under 
them. Any changes in classification, therefore, must take into account existing 
competitive relationships, as well as differences in the nature of business of 
individual banks. For this reason, it would seem desirable to continue reserve 
classification by cities, with exceptions for individual banks in those cities on 
the basis of character of business. 


CHAPTER 5. REASONS FOR PROPOSED CHANGES 


Reasons why the Board is proposing the particular changes in the law now 
suggested, and the possible effects of such changes, may be summarized as 
follows: 

VAULT CASH 


Provision for counting vault cash as reserves is designed primarily to correct 
a generally recognized inequity that now exists because of the variation from 
bank to bank in the amounts of vault cash needed for operating purposes. 

Bank holdings of vault cash have the same effect as reserve balances in limit- 
ing monetary and credit expansion, in that the funds thus held are not used to 
extend credit. Cash holdings, moreover, are interchangeable with reserve bal- 
ances at the Reserve banks. Since the 1917 amendment to the Federal Re- 
serve Act, however, they cannot be counted as reserves. This creates in- 
equities because some banks find it desirable or necessary to hold larger amounts 
of cash than other banks, depending on location and other factors. Also, it 
often results in unnecessary handling and shipping of currency. Counting of 
vault cash as reserves would thus have collateral advantages, in reducing the 
costs of transporting and handling currency, and in facilitating the holding by 
member banks of larger stocks of currency that would be available over 
widely dispersed areas for possible use in a national emergency. 

Generally, banks located close to Federal Reserve banks or branches of Re- 
Serve banks are able to operate with relatively smaller amounts of vault cash 
than banks more distantly located, but proximity to currency facilities does not 
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seem to be a dominant factor in determining vault cash holdings. As shown in 
table 9, which is based on figures for June 6, 1957, large banks as a rule carry 
smaller holdings of vault cash relative to their demand deposits than do small 
banks. Central Reserve city banks on the average held vault cash holdings 
amounting to about 0.7 percent of net demand deposits, while Reserve city 
banks in Federal Reserve bank and branch cities showed an average ratio of 
1.7 percent and those in other Reserve cities had a ratio of 2.1 percent. 

Many of the smaller banks in the last group, however, hold relatively smaller 
amounts of cash than do banks of the same size in Reserve bank and branch 
cities. Most Reserve city banks, wherever located, hold smaller amounts of 
cash than dé country banks in the same size group. The ratio for country 
banks as a group on June 6, 1957, was 3.5 percent.* 

The average difference between the ratios of cash to demand deposits for 
Reserve city and country banks was close to 2 percentage points. For com- 
parable size groups the margin is generally a little over 1 percentage point. 
The margin between central Reserve city and Reserve city banks was also 
about 1 percentage point. These margins compensate in part for the statutory 
differences in Reserve requirements. 


TABLE 9.—Vault cash holdings of member banks, by classes, June 6, 1957 
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Total vault deposits 
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1 Based on aggregate figures for each class or size group. 

? Based upon ratios computed for each individual bank, with banks in each size group arrayed in order of 
size of their percentages of vault cash to net demand deposits, i.e., 44 of the banks in each size group have 
ratios of vault cash to net demand deposits below the smaller figure shown and 4 have ratios above the 
higher figure shown in the range. 


Inequities arise from the fact that some banks, because of the nature of their 
business, need larger amounts of cash than other banks of the same Reserve class. 
Table 9 shows that vault cash holdings relative to demand deposits not only vary 
among banks by Reserve classes and by size of bank but also show wide differences 
within each class and size group. While most central Reserve city banks hold 
cash amounting to less than 1 percent of net demand deposits, a few small ones 
hold relatively more cash than most Reserve city banks. About a fourth of the 
large Reserve city banks have cash holdings amounting to less than 1.2 percent of 





*Data in this table are based on a special tabulation of individual banks made for the 
single call report date of June 6, 1957. Aggregate holdings of vault cash for each class 
of banks on that date were somewhat smaller than those shown in table 3 for November 
1958 and discussed in the introduction and in ch. 1. 
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net demand deposits, but several small banks in this class have over 4 percent 
About a fourth of the country banks hold cash amounting to less than 2.5 per- 
cent of net demand deposits, while more than a fourth show cash ratios of over 
5 percent; close to half of the country banks show ratios within the range of 
these two figures. 

It should be noted that for statistical reasons figures for vault cash have been 
available only for single isolated dates, and it is known that vault cash holdings 
vary considerably from day to day. Weekly or semimonthly averages of daily 
figures, which would be used for Reserve purposes and for which data have 
been collected since November 1958, would presumably show less variation for 
individual banks from time to time but would still show significant differences as 
between banks, corresponding generally to those shown for single dates.* 

Permission to count vault cash as reserves, unless accompanied by changes in 
the requirement percentages, would correspondingly reduce the amount of bal- 
ances that banks would need to carry with the Reserve banks. The result would 
be more beneficial to banks holding relatively large amounts of cash than to the 
banks holding less vault cash in relation to their deposits. In some cases differ- 
entials among banks in requirements would be widened as compared with those 
that now exist when actual vault cash holdings are added to required reserves. 
As pointed out in the introduction and in chapter 1 of this report, present re- 
serve requirements plus average vault cash holdings amount to nearly 19 per- 
cent of net demand deposits for central Reserve city banks, to only 18 percent for 
Reserve city banks, and to less than 15 percent for country banks. The existing 
average margins of difference amount to one-half of 1 percentage point and 3% 
percentage points. If vault cash were permitted to be counted as reserves with- 
out any change in present reserve requirement percentages—namely 18, 1614, 
and 11 percent—the margins would be 1% and 5% percentage points, respec- 
tively, with-a total of 7 points between central Reserve city and country banks, 

In order to diminish these differential effects, the Board would be able to 
coordinate changes on the counting of vault cash with other changes in reserve 
requirements—such as reductions in the percentages required for classes of banks 
that hold relatively small amounts of vault cash or some increase in percentages 
of classes with large cash holdings—if and when this appeared desirable. 

Because of the magnitude of vault cash holdings, which amount to about one- 
eighth of total required reserves, permission to count vault cash as reserves would 
make a relatively large addition to the available supply of reserves. In order to 
avoid undesirable disturbances to credit markets, conflicts with appropriate 
monetary policies, and undue upsets to long-established competitive relationships 
and banking practices, changes in reserve requirements or in the supply of 
reserves should be made only gradually and in moderate steps. In using the 
power to permit the counting of vault cash as reserves, if enacted by Congress, 
the Board should be in a position to put the change into effect in-a manner 
consistent with this principle. If the granting of permission to count all vault 
cash as reserves at a single time seemed likely to cause undesirable effects, the 
Board could permit the counting of some stated portion of each bank’s vault 
cash, and perhaps take several actions of this kind so that eventually banks 
might be allowed to count all their vault cash. Some of the effects of reserve 
additions might be offset by open market operations, or changes could be made 
at times when additions to reserves are desirable. 


* REQUIREMENTS FOR CENTRAL RESERVE CITY BANKS 


The proposal that the requirement limits for central Reserve city banks be 
lowered from the existing range of 13 to 26 percent to a range of 10 to 20 percent 
is designed to place a lower maximum on the amount of reserves that any bank 
may be required to hold and also to give legislative sanction to a narrowing of 
differentials in requirements as between classes of banks. It would, however, 
retain the existence of the present three reserve classes and permit the mainte 
nance of differential requirements between classes, as may be appropriate, within 
the limits specified. It would also retain the existing provision of law under 


5 Analysis of daily figures for banks in the New York Federal Reserve district for the 
period from December 1957 through March 1958 indicates that on Wednesdays vault cash 
holdings are usually 10 to 20 percent larger than weekly averages of daily figures. These 
data also show that the ratio of daily average vault cash holdings to required reserves 
generally amounted to about 3 percent at Central Reserve city banks, 13 percent at Reserve 
city banks, and 18—20 percent at country banks. 
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which maximum requirements that the Board can establish for any class would 
be double the statutory minimum percentage. 

Under present law, the Board may reclassify cities or abolish classifications of 
any city as a central Reserve or Reserve city, or change requirements for any 
class of banks within limits. By use of these powers the Board can substan- 
tially alter differentials in requirements as between broad classes of banks and 
can also adjust the position of individual cities. 

There have been suggestions that the whole system of classifying banks 
according to the cities in which they are located, with higher reserve require- 
ments for the banks in the centers designated as Reserve or central Reserve 
cities, should be terminated on the ground that it is obsolete. This system was 
based originally on the fact that under the National Bank Act deposits in these 
banks could be counted as reserves by the depositing banks. It was therefore 
considered that banks in correspondent banking centers needed to keep more 
liquid. Since central Reserve city banks had to carry all of their reserves and 
Reserve city banks a part of theirs in the form of currency, these requirements 
served to limit potential credit expansion for the banking system. The clas- 
sification of banks set up under the national banking system was continued under 
the Federal Reserve Act although the principal reason for its existence was no 
longer applicable. 

The present structure, as explained in chapter 4 of this report, does reflect 
to some degree differences in the nature of the banks’ business. Apart from the 
carrying of correspondent balances, the banks in Reserve and central Reserve 
cities tend generally to be the larger banks in volume of deposits. They also tend 
to have the higher rates of deposit turnover—that is, the volume of transactions 
financed by the banks’ depositors, in relation to their amounts of deposit balances, 
tends to be larger at these banks. They hold relatively larger proportions of 
the deposits of businesses—both financial and nonfinancial—the use of which is 
an important determinant of business activity. Also, the larger banks can afford 
to keep a closer control on the amounts of their reserve balances, in relation to 
their requirements, and it is feasible for them to lend out any excess reserves 
through central money markets, so that the amount of their funds tied up in 
non-interest-earning reserves or other assets need to be little if any larger than 
their legal requirements. Banks more remotely located or otherwise not able to 
operate effectively in money markets find it necessary to hold relatively larger 
proportions of their assets as excess reserves or balances with correspondents 
on which they obtain no earnings. 

In any case, in addition to fundamental differences in the character of business 
which serve as a reasonable basis for maintaining separate classes of banks for 
reserve requirement purposes, it would not be possible to change to uniform 
requirements for all banks without serious disturbances to credit markets, 
likely interference with monetary policies, and upsets to established relations 
and practices. There would result either (@) such a large reduction in total 
requirements as to carry the risk of seriously undesirable monetary effects, or 
(b) inereases in the requirements of many individual banks, which might impose 
substantial hardships and necessitate disturbing adjustments. 

Differentials in the range of requirements permissible under existing law are, 
it is believed, wider than may be necessary to maintain appropriate distinctions 
among banks on the basis of the character of their business. They would be 
widened further in net effect if vault cash holdings were permitted to be counted 
as reserves. The differentials at the maximum percentages for each class can 
be particularly burdensome, except in rare situations when banks hold large 
excess reserves, and might well be narrowed in the interest of equity. 

In the case of demand deposits at central Reserve city banks, the law now 
provides a range of 13 to 26 percent. For reasons outlined in previous chapters, 
it seems unlikely that occasion will arise in the future when a reserve require- 
ment of more than 20 percent for any class of banks would be necessary. The 
Board is, therefore proposing that the percentages within which it is empowered 
to fix the reserve requirements for demand deposits of central Reserve city 
banks be changed from the present range of 13 to 26 percent to a new range of 
10 to 20 percent. This amendment would provide for a range of requirements 
for central Reserve city banks corresponding to that for Reserve city banks 
and would thus make possible a narrowing of differentials at a lower general level 
of requirements than would be permitted under present law. The law, however, 
would retain authority for continuing three different classes of banks for main- 
taining some differential between requirements for central Reserve and Reserve 


38423—59——_9 








126 MEMBER BANK RESERVE REQUIREMENTS 


city banks, as well as between Reserve city and country banks. This would 
make possible the retention of some differentials in accordance with variations 
in the essential nature of deposits for purposes of monetary regulation. 


BROADER AUTHORITY TO OCLASSIFY INDIVIDUAL BANKS 


The existing law gives the Board certain powers to permit individual 
member banks, located in Reserve or central Reserve cities, to carry the lower 
reserve specified for banks in one of the other classes. This power, however, 
applies only to banks located in outlying districts of those cities. The proposed 
amendment* would permit adoption of more appropriate criteria than can be 
used under present law for selecting individual banks to be given this privilege 
and would thereby make possble the elmination of some present inequities. 

Up to the present the Board's designation of Reserve cities has been largely on 
the basis of their function as banking centers where correspondent balances are 
held. Within any Reserve city, the present law requires that all member banks 
be classified as Reserve city banks, except for those banks located in outlying areas 
which the Board decides to exempt from this requirement. In granting and 
continuing such exemptions, the Board has taken into account the nature of the 
bank’s business, including especially the extent to which it carries correspondent 
balances. However, because the power of the Board to grant such exemptions 
is also dependent on the bank’s being located in an outlying district, there are 
cases in which a bank located in the central area of a Reserve city or a central 
Reserve city is now subject to higher reserve requirements than are banks with 
business of a similar nature located in other sections of the same city or in other 
cities. ; 

The Board has interpreted “outlying” to mean outside of the central financial 
area of the city ; for example, in New York City the financial center is considered 
to be that part of Manhattan south of Canal Street. Experience has indicated, 
however, that it is not practicable in some cities to make any geographic demarca- 
tion that will permit the granting of permission to maintain reduced reserves 
in all justifiable cases. Whatever standard is prescribed or used, there is always 
an actual or potential borderline which may adversely affect, or be alleged to 
affect, an individual bank on one side of the line or the other. The broader 
exemptive power now proposed would enable the Board to classify banks in a 
more logical and equitable manner. 


AppEeNpIx A. Brier History or CHANGES IN STRUCTURE 


Under the Federal Reserve Act as originally adopted, reserve requirements 
for member banks were different from those previously required for national 
banks with respect both to amounts and to composition, but the Reserve classes 
of cities existing under the National Bank Act were retained. The requirements 
were changed by amendment in 1917. Further amendment in 1933 and 1935 
authorized the Board of Governors to change the percentage requirements within 
limits. 

PROVISIONS OF ORIGINAL FEDERAL RESERVE ACT 


As the Federal Reserve Act was originally approved in 1913, reserve require- 
ments against demand deposits were 18 percent for central Reserve city banks, 
15 percent for Reserve city banks, and 12 percent for country banks. These 
figures compared with 25 percent for central Reserve and Reserve city banks 
and 15 percent for country banks under the National Bank Act, as shown in the 
accompanying table. Reserve requirements against time deposits, which had 
been the same under the National Bank Act as those for demand deposits, were 
reduced to 5 percent for all member banks. 


This substantial differential in favor of time deposits was established in. 


order to enable National banks to.compete for time deposits on more even terms 
with State-chartered banks. At this time the banking laws of the majority 
of the States either required no reserve against time and savings deposits or 
required a smaller amount of reserve than against demand deposits. 

The permanent reserve provisions of the original Federal Reserve Act, which 
were to be effective by the end of the third year after the official establishment 
of the Federal Reserve banks, required member banks to hold part of their 
reserves with the Federal Reserve banks and part in their own vaults, while the 
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remainder could be held optionally in their own vaults or at the Reserve banks. 
During the 3-year interim, however, Reserve city and country member banks were 
permitted to continue to carry part of their reserves in the form of balances at 
National banks in central Reserve and Reserve cities. The act also provided 
that the transfer of required reserves of country and reserve city banks to the 
Reserve banks could be made in specified instalments covering a period of 214 
years after the Reserve banks were established. An amendment, approved 
September 7, 1916, authorized the Federal Reserve Board to permit member 
banks to carry in the Federal Reserve bank any portion of their reserves pre- 
viously required to be held in their own vaults. 

The requirements of the Federal Reserve Act apply to all member banks 
operating under State as well as national charter. In addition, the States have 
their own reserve requirements which govern State banks. In a number of 
States, the State laws did not permit deposits by banks with the Federal Reserve 
bank to count as reserves satisfactory to the State authority, but these laws were 
gradually modified. State banks which do not belong to the Federal Reserve 
System remain subject to State requirements alone. 


Reserve requirements for national banks and member banks of the Federal 
Reserve System as enacted by Congress 


[Percent of deposits] 





| Federal Reserve Act 


eet 2) BOSE Ee 4 





National As approved Dec. 23, 1913 
Bank Act, —___—_—| 
as amended | | As amended, 
































Effective To be effec- 1917 
upon estab- | tive by No- 
ishment vember 1917 
Against demand deposits: 

Central reserve city banks, total. .......-~- 125 18 18 13 
ORI oc cccneceuccwan 25 6 | eee 
Deposit with Reserve banks. --....----}------- ne ae 7 7 13 
RI eral ila lt ee eh 5 D Racahnceaslied 

Reserve city banks, total_.................- 125 15 15 10 
ash in wal) 25.001. sck hese 1244 6 Shcintbacstkiiean 
Deposit with Reserve banks. --........|-...-.-.------ 3 6 10 
"ii ER aR a Rae ec Sr RT 12% 6 Deh pected 

—— == ee = — — —SS 

Country banks, total__.................--.- 115 12 12 | 7 
eel 6 5 SL cipedeband 
Deposit with Reserve banks---......._]-------------- 2 5 | 7 
SPU sii die dca eh tGcens 9 5 3 |-------------- 

Against time deposits, all member banks------- (*) 55 55 | $3 





1 Includes the fund deposited by national banks for the redemption of notes. 

2 Cash in vault eligible for reserves under National Bank Act excluded national banknotes and under 
Federal Reserve Act excluded national banknotes, Federal Reserve notes, and Federal Reserve banknotes. 

3 Includes amounts that could be held with national banks in central Reserve or Reserve cities. Under 
Federal Reserve Act all reserves had to be held in vault or in Federal Reserve banks beginning 36 months 
after establishment of System; i.e. from November 1917. 

‘Same as demand. 

§ Distributed in the same ratio as the reserve against demand deposits, 

* All reserves required to be on deposit with Federal Reserve bank, 


THE 1917 AMENDMENTS 


The large volume of excess reserves created by the inflow of gold in 1915 and 
1916 led the Federal Reserve Board to submit to Congress in December 1916 an 
amendment to the act seeking to concentrate further the gold supply of the 
country in the Reserve banks. The Board proposed to advance the date on 
which balances with correspondent banks would no longer count as reserves and 
to increase the required reserves to be maintained by member banks at the 
Reserve banks, but to reduce the maximum amount of reserves that could be 
carried as vault cash. Total requirements in vault cash and reserves would re- 
main practically unchanged. The proposed amendment also provided that items 
in process of collection would no longer count as reserves but that Federal 
Reserve notes held in the vaults of member banks could be counted as part of 
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their vault cash reserve. This latter provision was suggested in order that 
banks might substitute Federal Reserve notes for gold and gold certificates held 
in their vaults, thereby releasing the gold to the Reserve banks and increasing 
the free gold of the Reserve banks, i.e., the surplus of gold holdings over 
amounts that the Reserve banks are required to hold as reserves against notes 
and deposits. At the same time the Board suggested an amendment so as to 
permit it “to raise reserve requirements in emergencies.” Neither this proposal 
nor the Board’s suggestions for changes in the existing reserve requirements were 
enacted into law at that time. 

With the entry of the United States into the war and the prospect of large 
Government: financing, there was increased pressure for centralizing the gold 
reserves of the country and for enlarging the potential lending powers of the 
Reservce banks. These purposes were accomplished in the amendment to the 
Federal Reserve Act approved June 21, 1917, which made substantial reductions 
in the reserve percentages but provided that all reserves must henceforth be held 
with the Reserve banks, eliminating any requirement as to cash in vault. The 
new percentages against demand deposits established by this amendment were 
13 percent at central Reserve city banks, 10 percent at Reserve city banks, and 
7 percent at country banks, as compared with 18, 15, and 12 pereent under the 
original act; for time deposits the reserve requirements were lowered from 5 
percent to 3 percent at all classes of banks. 

As the minimum balances required to be held at the Reserve banks had been 
substantially less under the original act than under the amendment, member 
banks had totransfer reserve funds to the Reserve banks. 

For member banks as a whole the reduction in reserve requirements at this 
time did not immediately release any considerable volume of reserves for the 
expansion of loans and investments. Although the banks were no longer per- 
mitted to count vault cash as legal reserves, they had to continue to keep on 
hand sufficient currency to meet the cash needs of their customers. The vault 
eash so held to a considerable extent offset the reduction in legal reserve require- 
ments. Over a period of years, however, member banks found they could 
operate with smaller holdings of currency, and there was a gradual reduction in 
their vault cash holdings, with a consequent increase in-member bank reserve 
balances. 


CHANGE IN METHOD OF COMPUTING REQUIRED RESERVES, 1935 


The Banking Act of 1935 provided for a change in the method of computing 
net demand deposits against which reserves must be carried by member banks 
with Federal Reserve banks. 

Previously net demand deposits were computed for each reporting bank sepa- 
rately by adding to demand deposits, other than those of banks and the U.S. 
Government, any excess of amounts due to banks over the sum of amounts due 
from banks and cash items in process of collection. Amendments enacted in 
the Banking Act of 1935 prescribed that reserves be carried by member banks 
against U.S. Government deposits but permit deductions of balances due from 
banks and collection items to be made from gross demand deposits instead of 
only from balances due to banks. 

These changes tended to increase the net demand deposits and hence the re- 
quired reserves of member banks in New York City, which held a large volume 
of deposits of the U.S. Treasury and, having a large excess of amounts due to 
banks over amounts due from banks, did not benefit from the privilege of de- 
ducting amounts due from banks from gross deposits rather than from amounts 
due to banks. Country banks, on the contrary, had relatively small Government 
deposits and had a large excess of amounts due from banks over amounts due 
to banks, so that their net demand deposits, and consequently their required 
reserves, were materially reduced by the changes in the method of computing 
deposits against which reserves have to be held. 


AUTHORITY FO CHANGE REQUIREMENTS 


Authority to make changes in member bank reserve requirements for credit 
and monetary regulation purposes was first granted to the Federal Reserve 
Board of Governors on a temporary basis in 1933. In 1935, this authority was 
made permanent and more usable. The authority was first granted the Federal 
Reserve Board by the so-called Thomas amendment, included in an act of Con- 
gress approved May 12, 1933. This amendment gave to the Government new 
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powers to add to the reserves of banks by various means, and the provision for 
the raising of reserve requirements was intended to be a safeguard in case there 
should develop an inflationary credit expansion which existing methods of con- 
trol would be inadequate to curb. Under the language of the amendment the 
new power could be used only when the Board, with the approval of the Presi- 
dent, declared that an emergency existed by reason of credit expansion, but it 
bad no limit on the amount of change that could be made.’ 

The power of the Board to change reserve requirements was clarified and 
modified in the Banking Act of 1935, which authorized the Board to change re- 
serve requirements, but they could never be lower than they were at that time 
nor could they be more than twice that amount. In contrast to the Thomas 
amendment, the Board of Governors was permitted to change requirements by an 
affirmative vote of four members and without having to declare the existence of 
an emergency or to secure approval of the President. It was also provided that, 
within the limits stated, the Board could decrease reserve requirements in order 
to prevent injurious credit contraction, as well as to increase reserve require- 
ments in order to prevent injurious credit expansion. 

{In 1942 the law was further amended to permit changes to be made separately 
for central Reserve city banks or Reserve city banks.’ 

The authority was first applied in 1936 and 1937 when reserve requirements 
were increased to offset the effect of the large gold inflow in the early thirties, 
which unduly expanded the credit and monetary potential of the country. A 
downward adjustment in requirements was made in early 1938 because of busi- 
ness recession, despite large and rapidly increasing excess reserves of meinber 
banks. No further changes in reserve requirements were made until just before 
the outbreak of the war when, to put the System in closer effective contact with 
current credit developments, reserve requirements for each class of member 
banks were raised to the maximum permitted by statute—26 percent against de- 
mand deposits for central Reserve city banks, 20 percent for Reserve city banks, 
and 14 percent for country banks, with 6 percent against time deposits for all 
classes of banks. During 1942, in facilitating the program of war finance, suc- 
cessive reductions were made in the reserve requirements of central Reserve 
city banks to a level equal to the maximum requirements for Reserve city banks. 

The structure of reserve requirements was maintained until 1948. In an effort 
to combat inflationary pressures of that period, when discount and open market 
policy was immobilized for restrictive use as a result of Federal Reserve pur- 
chases of Government securities at predetermined prices, reserve requirements 
at central Reserve city banks were raised twice in the first half of 1948. In the 
summer of that year Congress enacted special and temporary supplemental re- 
serve requirement authority which permitted the Board to change reserve re- 
quirements by increasing the prescribed percentages to not more than 7% percent 
against time deposits, or 30 percent, 24 percent, and 18 percent, against demand 
deposits of banks located in central Reserve cities, Reserve cities, and other 
places, respectively ; but this authority, by its terms, expired June 30, 1949. 

Reserve requirements at all member banks were raised in the early autumn. 
Member banks adjusted to each of these increases largely by sales of Govern- 
ment securities. Offsetting Federal Reserve purchases of such securities under 
the prevailing open market policies operated to temper or prevent restrictive 
credit effects. 

; When recession in business activity became evident in the spring of 1949, the 
System responded with successive reductions in reserve requirements. Also, 
the supplemental reserve requirement authority granted the year before expired 


1The actual provisions of the Thomas amendment relating to the power to change 

reserve requirements were as follows: 
“Sec. 46. * * * the Federal Reserve Board, upon the affirmative vote of not less than 
five of its members and with the approval of the President, may declare that an emergency 
exists by reason of credit expansion, and may by regulation during such emergency in- 
crease or decrease from time to time, in its discretion, the reserve balances required to be 
maintained against either demand or time deposits.” 

* The present provision is as follows: ‘Notwithstanding the other provisions of this see- 
tion, the Board of Governors of the Federal Reserve System, upon the affirmative vote of 
not less than four of its members, in order to prevent injurious credit expansion or con- 
traction, may by regulation change the requirements as to reserves to be maintained against 
demand or time deposits or both (1) by member banks in central Reserve cities or (2) by 
member banks in Reserve cities or (8) by member banks not in Reserve or central Reserve 
cities or (4) by all member banks; but the amount of the reserves required to be main- 
tained by any such member bank as a result of any such change shall not be less than the 
amount of the reserves required by law to be maintained by such bank on the date of enaet- 
ment of the Banking Act of 1935 nor more than twice such amount.” 
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at midyear with some automatic reduction in reserve requirements at that time. 
The easing effects of these actions on credit conditions were marked. Under 
existing open-market policies, these actions also had some effect in reducing 
Federal Reserve holdings of Government securities and the volume of member 
banks reserves. 

In recognition of the need for limiting the expansion of purchasing power 
based on credit after the outbreak of hostilities in Korea, the Federal Reserve 
System took several steps to restrain the expansion of bank credit. This in- 
cluded increasing reserve requirements early in 1951. The increase absorbed a 
large volume of reserves that banks usually get at that time of year as a result 
of the posthokday return of currency from circulation. 

Reserve requirements were reduced in July 1953. This action was taken in 
anticipation of exceptionally heavy demands on bank reserves occasioned by 
seasonal currency and credit requirements, including Treasury financing needs, 
over the second half of the year, and to assure that these needs would be met 
without undue strain on the economy, in conformity with System policy of con- 
tributing to the objective of sustaining economic equilibrium at high levels of 
production and employment. Funds were also supplied through open market 
operations in June 1953. These actions were promptly reflected in a decline in 
member bank borrowing, easier conditions of credit availability, a marked decline 
in interest rates, and an improved tone in credit markets generally. 

A program of downward adjustments in reserve requirements was made in 
the summer of 1954. The program was made effective over a period of several 
weeks. This action was taken primarily to foster credit expansion and provide 
the reserves that would normally be needed over the remainder of the year. 
Since more reserves were supplied than were’ needed initially, open market sales 
were made to absorb temporarily excess amounts. Over the fall of the year, 
when demand for credit and currency rose in response to seasonal forces and 
to expansion of private spending, open market purchases returned reserves to 
the market. 

This structure of reserve requirements was maintained until 1958, when reserve 
requirements against demand deposits were further reduced, in a series of actions 
during February, March, and April. All changes made in reserve requirements 
since 1917 are listed in table 1, chapter 1, of this report. 


















PRESENT RESERVE REQUIREMENTS 





Member banks of the Federal Reserve System must carry their reserves on 
deposit with Federal Reserve banks. Nonmember banks carry their reserves, 
required by State law, for the most part on deposit with correspondent banks, 
but vault cash and, where State law permits, specified kinds of securities may 
also be counted as reserves. Member banks also hold vault cash and maintain 
large balances with other banks but these cannot be counted as a part of their 
required reserves. 

Reserve requirements of member banks in effect on January 1, 1959, and the 
minimum and maximum requirements prescribed by law, are as follows: 


Member bank reserve requirements 





Percent of demand deposits 





Percent of timie deposits 































Class of bank In effect Statutory In effect Statutory 
Jan. 1, Sa ORs Bie! ee eet 
1959 1959 
Minimum |Maximum Minimum | Maximum 
Central¥Reserve city banks.. 18 13 26 5 | 3 6 
Reserve city banks --_..._.-.-. 164% 10 20 5 3 6 
Country banks. ----_-_- ti ciahs 11 7 5 3 6 
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APPENDIX B. DESIGNATION OF CENTRAL RESERVE AND RESERVE CITIES 







The Federal Reserve Act retained the same three classes of reserve cities 
that had existed under the National Bank Act, but some changes have been 
made in law and in administration, with respect to the designation of such 
cities and the classification of banks. 
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DESIGNATION OF CITIES UNDER NATIONAL BANK ACT 






The National Bank Act of 1863 designated nine cities, by name, as redemp- 
tion cities for the rest of the country. National banks in these cities could 
receive and hold three-fifths of the legal reserves of national banks located 
elsewhere. When the act was rewritten in the following year, these redemp- 
tion cities were increased to 17. New York was recognized as the principal 
monetary center which could, in turn, receive one-half of the legal reserves of 
national banks in the other redemption cities. Because of the bankers’ balances 
earried with them, however, banks in all redemption cities were required to hold 
larger reserves than banks elsewhere. 

Some cities not named as redemption cities felt discriminated against, and in 
1887 the Comptroller of the Currency was given authority to name additional 
cities in which legal reserves could be redeposited. This act used the terms 
“Reserve cities” and “central Reserve cities.” It provided that, upon the appli- 
cation of three-fourths of the national banks in cities of 50,000 or more and of 
200,000 or more, the Comptroller might designate such cities as Reserve cities or 
central Reserve cities, respectively. In 1903 the minimum population for Re- 
serve cities was reduced to 25,000. Shortly after the passage of the act of 1887, 
St. Louis and Chicago elected to become central Reserve cities, in addition to 
New York, which had been named as a central Reserve city in the act. In 
the following years, the number of Reserve cities increased until there were 49 
by the time the Federal Reserve System was established. 


















CHANGES UNDER THE FEDERAL RESERVE SYSTEM 











The Federal Reserve Act transferred from the Comptroller of the Currency 
to the Federal Reserve Board the power of classifying cities for Reserve pur- 
poses, giving the Board full discretion in such classification. When the Board 
was appointed it retained the designations of all central Reserve and Reserve 
cities that had previously been made by the Comptroller. It also continued the 
practice of allowing member banks to initiate requests for designation of the 
cities in which they were located and passed upon each case as it was presented. 
In 1914 and 1915 four additional cities were given the status of Reserve cities. 

In March 1915 the Board announced that it had adopted the following con- 
ditions as necessary before consideration would thereafter be given to the 
designation of any city as a Reserve city: 

“A population of at least 50,000; combined capital and surplus of national 
banks in the applying city of not less than $3 million with deposits of not less 
than $10 million; endorsement of the application by at least 50 national banks 
located outside of the applying city who will state that they are carrying or 
intend to earry upon such designation, accounts with a national bank in the 
applying city.” 

In 1917 upon the application of banks in Tulsa and Ogden the Board designated 
these two cities as Reserve cities, although they did not conform to the formula 
established. 

The amendment of 1917, which required all reserves to be carried with the 
Reserve banks, removed one of the reasons for reserve classifications of cities. 
After the designation of Tulsa and Ogden as Reserve cities, no more requests 
were received from banks for shifts of country bank cities to Reserve cities. 
It was becoming more clearly realized, however, that a large volume of bankers’ 
balances would continue to be held outside of the Federal Reserve banks even 
though such balances would not count as legal reserves. Also, under some State 
laws, balances of nonmember State banks held in other than Reserve city banks 
could not be counted as meeting their requirements. 

After study by a committee of the Board, it was decided that six additional 
cities should be designated as Reserve cities effective January 1, 1918. Several 
of the cities resisted this designation but the Board explained its action as neces- 
sary in order to bring their reserves up to the requirements of other cities in 
their class. In 1918 the Board adopted the policy of designating as Reserve cities 
all cities in which Federal Reserve branches were established. 

During the next 10 years the Board followed the practice of considering 
changes in designations only when presented to it at the initiative of member 
banks located in such cities. Banks in several cities requested that their cities 
be reduced to a lower classification and from 1922 to 1945 the Board approved 
eight of these applications. The most important change was in 1922 when St. 
Louis was changed from a central Reserve to a Reserve city. 
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On December 19, 1947 the Board of Governors announced a new rule for the 
classification of Reserve cities. Following is the statement that was made in 
this connection : 

“For a considerable period of time, the Board of Governors of the Federal 
Reserve System has been considering the adoption of a standard or basis for the 
classification of central Reserve and Reserve cities in order to enable it properly 
to discharge its responsibilities under the provision of the Federal Reserve Act 
which empowers the Board to add to or reclassify such cities or to terminate 
their designation as such. 

“For many years prior to the enactment of the Federal Reserve Act in 1913, 
national banks had been permitted by law to carry a part of their reserves with 
other national banks in cities known as central Reserve or Reserve cities, and 
accordingly national banks in such cities were required to maintain higher re- 
serves against their deposits. The Federal Reserve Act, following the National 
Bank Act in this respect, provided for differentials in the reserve requirements 
of member banks of the Federal Reserve System according to their location in 
central Reserve cities, Reserve cities, or elsewhere. Central Reserve and Re- 
serve cities existing in 1913 were continued as such by the Federal Reserve Act, 
but the Board of Governors was given authority to make changes in the desig- 
nations of such cities. From time to time since the enactment of the Federal 
Reserve Act, the Board has designated cities as Reserve cities and terminated 
the Reserve city status of other cities. Such determinations by the Board have 
been made on the basis of the facts of particular cases without the consistent 
application of any uniform guiding principle; and consequently certain anoma- 
lous and illogical situations have developed in the classifications of Reserve 
cities. The Board, therefore, concluded that the existing classifications are un- 
satisfactory and that there is a need for the establishment of a logical, fair, and 
appropriate’ basis for the designation and termination of Reserve cities. 

“On October 24, 1947, the Board, acting in accordance with section 4 of the 
Administrative Procedure Act and section 2 of the rules of procedure of the 
Board of Governors of the Federal Reserve System, published in the Federal 
Register notice of a proposed action with respect to the classification of cities as 
Reserve and central Reserve cities and the termination.of the designation of 
certain cities as Reserve cities. This notice stated that interested persons might 
submit to the Board written data, views, and arguments with respect to the pro- 
posal, and accordingly a number of banks submitted letters expressing their 
views and comments. In addition, representatives of banks in a number of the 
cities whose status would-be affected by the proposal appeared before the Board 
and made an oral presentation of their views. 

“After due and careful consideration of all relevant matter thus presented to 
the Board with respect to the proposal, the Board has concluded that a logical, 
fair, and appropriate standard for determining the designation and termination 
of Reserve cities is one that is determined by the ratio of interbank demand de- 
posits held by member banks in each city to the aggregate amount of interbank 
demand deposits held by all member banks of the Federal Reserve System, or 
by such a ratio considered in connection with the ratio of interbank demand de- 
posits held by member banks in each city to the aggregate amount of all demand 
deposits held by the member banks in such city; and that such standard for the 


designation and termination of Reserve cities should be reapplied at 3-year 
intervals. 
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“In opposition to the discontinuance of certain cities as Reserve cities under 
the Board’s proposal it was contended by the representatives of member banks 
in such cities that such discontinuance would adversely affect the business of 
banks in those cities, would detract from their prestige, would not take into 
account their geographical situation, or would deprive them of certain advantages 
with respect to deposits under applicable State law. The Board feels that such 
objections, while they may be important to the banks involved, are not to be 
regarded as controlling factors in determining whether cities should be classed 
as Reserve cities in view of the purpose of such classifications. However, the 
Board recognizes the fact that certain cities now classified as Reserve cities have 
held this status for many years, in some instances since before the enactment 
of the Federal Reserve Act, and, since the continuance of such cities as Reserve 
cities would mean that member banks therein must carry higher reserves than 
would be required of them if such cities were discontinued as Reserve cities 
in accordance with the standard indicated above, the Board is willing that such 
cities be continued as Reserve cities if all the member banks in such cities 
request that this be done. 

“In accordance with the conclusions reached above and pursuant to authority 
conferred upon it by section 11(e) of the Federal Reserve Act and other 
provisions of that act, the Board hereby adopts the rule set forth below, to 
become effective March 1, 1948: 


“CLASSIFICATION OF CENTRAL RESERVE AND RESERVE CITIES 


“(a) Central Reserve cities—The cities of New York and Chicago are hereby 
classified (and continued) as central Reserve cities. 

“(b) Reserve cities —(1) The city of Washington, D.C., and every city except 
New York and Chicago in which there is situated a Federal Reserve bank or a 
branch of a Federal Reserve bank are hereby classified (and continued) as 
Reserve cities. 

(2) The following are also classified as Reserve cities: (A) Every city in 
which, on the dates of official call reports of condition in the 2 years ended 
June 30, 1947, member banks of the Federal Reserve System, exclusive of their 
offices in other cities, held an aggregate amount of demand deposits owing to 
banks equal, on the average, to one-third of 1 percent or more of the aggregate 
amount of demand deposits owing to banks by all member banks of the Federal 
Reserve System; and (B) Every city in which, on the dates of official call 
reports of condition in the 2 years ended June 30, 1947, member banks of the 
Federal Reserve System, exclusive of their offices in other cities, held an aggre- 
gate amount of demand deposits owing to banks equal, on the average, to one- 
fourth of 1 percent or more of the aggregate amount of demand deposits owing 
to banks by all member banks of the Federal Reserve System and also equal, on the 
average, to 3344 percent or more of the aggregate amount of all demand deposits 
held by the member banks in such city. 

* 


* * 6 * 7 * 


“(3) The Board of Governors of the Federal Reserve System, prior to March 
1, 1948, will also designate (and continue) as a Reserve city any city now classi- 
fied as a Reserve city (although not within the scope of paragraphs (1) or (2) 
above) if a written request for the continuance of such city as a Reserve city is 
received by the Federal Reserve Bank of the district in which the city is located 
on or before February 16, 1948, from every member bank which has its head office 
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or a branch in such city (exclusive of any member bank in an outlying district 
of such city permitted by the Board of Governors to maintain reduced reserves) 
together with a certified copy of a resolution of the board of directors of such 
member bank duly authorizing such request. 

“(4) Effective as of March 1 of each third year after March 1, 1948, the Board 
of Governors (a) will continue as Reserve cities or designate as additional Re- 
serve cities all cities then falling within the scope of paragraph (1) above and 
all cities which then meet the standard prescribed in paragraph (2) above based 
upon official.call reports of condition in the 2-year period ending on June 30 of 
the year preceding such third year; and (b) will terminate the designation as 
Reserve citiés of all other cities, except that the Board will continue the designa- 
tion as a Reserve city of any city which then has the designation of a Reserve 
city and does not then fall within the scope of paragraph (1) or of paragraph 
(2) based upon the new 2-year period, if a request for the continuance of such 
designation is made by every member bank (as specified in paragraph (3) above) 
in such city and, together with a certified copy of a resolution of the bank’s board 
of directors authorizing such request, is received by the Federal Reserve Bank 
of the district not later than the 15th day of February of such third year.” 

The Board adopted, effective March 1, 1957, and published in the Federal 
Register, the following amendment: 

“Effective March 1, 1957, the Board amended its rule adopted on December 
19, 1947, for the classification of central Reserve and Reserve cities, so as to 
provide that the designation of a city as an additional Reserve city, because 
that city qualifies for designation as such under the average-aggregate-deposit 
standard set forth in paragraph (2) of subsection (b) of the rule, shall not 
become effective until after 1 year, or such longer period as the Board may 
determine, from the date as of which such designation would be effective under 
paragraph (4) of subsection (b) of the rule in the absence of this amendment.” 

The accompanying table shows the list of central Reserve and Reserve cities 
at the time the Federal Reserve System was established and the subsequent 
changes made by the Board. 


CLASSIFICATION OF BANKS IN OUTLYING SECTIONS OF CITIES 


The power of the Board to designate the Reserve classification for selected 
groups of banks was broadened in 1918. For several years the Board had received 
petitions, which impelled it in its annual report for 1917 “to call attention to the 
situation of many banks located in outlying districts of larger cities, or in 
boroughs, formerly independent municipalities, which are now parts of a greater 
city. The business of these banks is often local, and it is suggested that Congress 
authorize the Board to classify banks in outlying districts of large cities as though 
they were located in independent municipalities.” This authority was granted 
under the act of September 26, 1918. 

The Board immediately defined outlying sections in Boston and New York and 
changed the classification of banks in those sections, but did not define outlying 
sections in other places. Instead, it laid down a policy of analyzing the indi- 
vidual applications received from banks requesting a change in reserve require- 
ments under the new law, In 1924 the Board approved the recommendation of 
Federal Reserve agents that the Board be guided in determining outlying districts 
“by the results of an analysis of the character of the business of the applicant 
member bank or of all the banks of the neighborhood group.” 

At the present time, banks in the outlying sections of 24 Reserve cities and the 
2 central Reserve cities are authorized to carry smaller reserves than are required 
of other banks in the same cities. 
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CHANGES IN CENTRAL RESERVE AND RESERVE City DESIGNATIONS 
DESIGNATIONS IN EFFECT OCTOBER 31, 1914 
Central Reserve Cities* 
New York Chicago St. Louis 
Reserve cities* 
Albany Indianapolis St. Joseph 
Atlanta Kansas City, Kans. St. Paul 
Baltimore Kansas City, Mo. Salt Lake City 
Boston Lincoln San Antonio 
Brooklyn * Los Angeles San Francisco 
Cedar Rapids Louisville Savannah 
Cincinnati Milwaukee Seattle 
Cleveland Minneapolis Sioux City 
Columbus, Ohio Muskogee South Omaha ‘ 
Dallas New Orleans Spokane 
Denver Oklahoma City Tacoma 
Des Moines Omaha Topeka 
Detroit Philadelphia Waco 
Dubuque Pittsburgh Washington 
Fort Worth Portland, Ore. Wichita 
Galveston Pueblo 
Houston Richmond 


SUBSEQUENT CHANGES IN DESIGNATIONS 


Reserve cities designated by the Board at the request of member banks located 
therein: 
Birmingham Nov. 12, 1914] Nashville Mar. 22, 1915 
Charleston Nov. 12, 1914 | Tulsa Jan. 9, 1917 
Chattanooga . 5,1915 | Ogden July 11, 1917 
Reserve cities designated by the Board at its own initiative because of size 
and importance of cities: 
Buffalo . 1,1918| Grand Rapids Jan. 1,1918 
Oakland . 1,1918]| Peoria Jan. 1,1918 
Memphis - 1,1918 | Toledo Jan. 1,1918 
Reserve cities designated by the Board because Federal Reserve bank branches 
were located therein : 
Jacksonville Aug. 1,1918 Feb. 1, 1921 
El Paso Dec. 2, 1918 
Little Rock Jan. 6, 1919 


Change from central Reserve city to Reserve city designation made at the 
request of member banks concerned : 
Ot. Beeieets 2. ues oe: July 1, 1922 


Termination of Reserve city designations made at the request of member 
banks concerned: 


Chattanooga ee Mar. 15, 1930 
Charleston . 1,1923 | Oakland Feb. 1, 1940 


Tacoma - 1,1923} Savannah Oct. 1, 1945 
Aiowe ier os a) 957 4 July 1, 1929 


Reserve cities designated by the Board on basis of standards for classification 
of Reserve cities adopted in December 1947 : 
National City (National 

Stock Yards), Ill May 15, 1958 ° 


See footnotes on page 136. 
















136 MEMBER BANK RESERVE REQUIREMENTS 






Termination of Reserve city designations made by the Board on basis of 
standards for classification of Reserve cities adopted in December 1947: 


Grand Rapids... io Mar. 1, 1948 | Dubuque --______.___-____Mar. 1, 1954 
ce BN eS i ei Mar. 1, 1954 
I i hiss a cnciniiascndieaecne dg RO ae Mar. 1, 1954 
NE a ccceasesecen iddkibedavcchiiesal Mar. 1, 1951 | Cedar Rapids___..._.____- Mar. 1, 1957 
I tactile RE SB | 5 a re Mar. 1, 1957 


ON ee Mar. 1, 1951 











DESIGNATIONS IN EFFECT DECEMBER 31, 1958 
Central Reserve Cities * 


New York 





Chicago 


Reserve Cities * 





Atlanta Indianapolis Pittsburgh 
Baltimore Jacksonville Portland, Oreg. 
Birmingham Kansas City, Kans. Pueblo 
Boston Kansas City, Mo. Richmond 
Buffalo Little Rock St. Louis 
Charlotte Los Angeles St. Paul 
Cincinnati Louisville Salt Lake City 
Cleveland Memphis San Antonio 
Columbus, Ohio Miami ° ; San Francisco 
Dallas Milwaukee Seattle 
Denver Minneapolis Toledo 

Detroit Nashville Topeka 

Des Moines National City, III. Tulsa 

El Paso New Orleans Washington 
Fort Worth Oklahoma City Wichita 
Helena Omaha 

Houston Philadelphia 






*Up to December 1917 the Borough of Brooklyn (of New York City) was classified as a 
Reserve city, and member banks in the Boroughs of Queens and Richmond were classified 
as country banks (banks not located in central Reserve or Reserve cities). In December 
1917 the Comptroller of the Currency notified national banks in these boroughs that under 
the provisions of the Federal Reserve Act member banks located in any of the boroughs of 
the city of New York were subject to the Reserve requirements applicable to central 
Reserve city banks. 

Following the passage of the Sept. 26, 1918, amendment to sec, 19 of the Federal Re- 
serve Act, the Federal Reserve Board decided that member banks in Brooklyn and Bronx 
Should be subject to the Reserve requirements applicable to Reserve city banks and those 
in Queens and Richmond to the requirements applicable to country banks. However, if 
any of such banks had a branch in Manhattan, it was subject to the Reserve requirements 
applicable to central Reserve city banks and if any bank in Queens and Richmond had a 
branch in Brooklyn or Bronx (but not in Manhattan) it was subject to the requirements 
applicable to Reserve city banks. 

In September 1949, the Board decided that New York City member banks located or hav- 
ing branches in the downtown area of the Borough of Manhattan should be subject to the 
full reserve required of member banks in central Reserve cities; member banks located or 
haVing branches in Manhattan outside the downtown area, or in the downtown area of 
Brooklyn, and having no branches in the downtown area of Manhattan, should be subject 
to the reserve requirements of banks in Reserve cities; and other member banks located 
in Brooklyn outside the downtown area or in the other boroughs (Bronx, Richmond, and 
Queens) should be subject to the requirements applicable to country banks. 

In February 1950, the Board decided that any member bank located outside the down- 
town business and financial district of Brooklyn, and having no branch in such downtown 
district or in the Borough of Manhattan, should be subject to the reserve requirements 
apPlicable to country banks. In October 1950, the Board further decided that a member 
bank having its bead office anywhere in either Brooklyn or the Bronx, and having no 
branch in Manhattan, should be subject to the requirements applicable to country banks. 

Under the same provision of law, the Board has authorized a number of banks in out- 
lying sections of the city of Chicago to carry the same reserves as banks in Reserve cities, 
and a number of banks in Reserve eities to carry the same reserves as country banks. 

4 South Omaha was annexed to Omaha on June 21, 1915. 

5 Miami was designated a Reserve city on May 15, 1957, to become effective May 15, 1958. 
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APPENDIx C. COMPUTATION AND REPORTS OF REQUIRED RESERVES 


Every member bank is required to prepare a periodic report of deposits subject 
to reserve requirements and to submit it to its Federal Reserve bank. For cen- 
tral Reserve and Reserve city banks the reserve period is the week ending on 
Wednesday; for other member banks the period is half a month—the first 15 
days of the month or the balance of the month. 

‘xcept for the number of days to be included, the forms are identical, provid- 
ing for reports of the following for each day, as of the opening of business, and 
the total for the period: 


Gross demand deposits, divided between interbank deposits and all other 
demand deposits. 

The two deduction items, which are cash items in process of collection 
and demand balances due from domestic banks, and their total.’ 

Net demand deposits, which is gross demand deposits less the total of the 
deduction items. 

Total time deposits. 

The computed required reserve at currently effective rates on both average 
net demand deposits and average time deposits. 

Total average required reserves for the period. 

When the report forms are received at the Reserve banks, they are compared 
with the average reserves maintained during the reserve period, based on end- 
of-day balances. If the reserves maintained are in excess of requirements, the 
forms require no further action. 

The deposit and deduction items on the periodic report of deposits are as of 
the opening of business. The reserve balances, with which requirements are 
compared to determine an excess or a deficiency, are as of the close of business 
each day. Thus, a member bank, after determining its requirements as of the 
opening of business, has the remainder of the day to adjust its reserve position. 
In fact, because computations are based on average daily figures for the entire 
reserve period, the bank may have deficiencies in reserves on some day, provided 
they are balanced by surpluses on others. 

If the reports show that a bank has a deficiency in reserves for the period, 
a check is made to see whether there are any special items that should be taken 
into consideration, such as currency in transit from the member bank to the 
Reserve bank. After these possible adjustments have been considered and a 
deficiency determined, the member bank is notified and is penalized at a rate 
2 percent higher than the rediscount rate. There are certain exceptions under 
which penalties may be waived; for example, to the extent that the deficiency is 
offset by excess reserves during the immediately following reserve computation 
period, provided the deficiency does not exceed 2 percent of the member bank’s 
required reserves, and when the period ends on a nonbusiness day, to the extent 
that the inclusion of the nonbusiness day or days in the next reserve computation 
period would reduce or eliminate the deficiency. 

Decisions whether to impose or waive penalties in these exceptions are dele- 
gated to and handled by the Federal Reserve banks. Where the penalty is 
beyond the percentages or amounts that may be waived by the Reserve banks, 
the penalties incurred are assessed unless the Board, after a review of the 
facts of the case and the recommendation of the Federal Reserve bank, author- 
izes the Reserve bank not to make the assessment. These cases are relatively 
few and arise largely through inadvertence, clerical error, delay in mail, or 
illness or vacation of member bank employees. 

The periodic reports of deposits are compared with reports of condition sub- 
mitted by member banks at call dates; they are spot-checked by examiners 
during the course of examinations of the member banks. The purposes of these 
checks are twofold: To see that the member banks understand the proper re- 


porting of deposits and that the banks are not understating or overstating their 
requirements. 


2 During the period Apr. 13, 1943, through June 30, 1947, war loan and series E bond 
accounts due to the Treasurer of the United States were also deduction items, as they were 
not subject to reserves. 
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AppeNDIx D. CHANGES IN LAW MADE BY RESERVE REQUIREMENTS BILL (8. 3603; 
H.R. 11871) 


The bills now pending in both Houses of Congress to amend section 19 of 
the Federal Reserve Act with respect to reserves of member banks of the Fed- 
eral Reserve System (S. 3603 and H.R. 11871) would make the following three 
changes in present law. 

1. Vault cash as part of reserves.—At present, a member bank must carry all 
of its required reserves in the form of a reserve balance with the Federal Re- 
serve bank of its district. The bill would authorize the Board of Governors, 
under such regulations as it might prescribe, to permit member banks “to count 
all or part of their currency and coin as reserves.” Thus, the Board could per- 
mit member banks to count as a part of their required reserves either all of 
their vault cash or a specified percentage thereof; and in doing so the Board 
could specify different percentages of vault cash which might be counted as 
reserves by banks in central Reserve cities, in Reserve cities, or in cities other 
than central Reserve or Reserve cities. 

2. Permission for reduced reserves.—Three paragraphs of section 19 of the 
Federal Reserve Act, lettered (a), (b), and (c) prescribe certain reserve per- 
centages for member banks not in Reserve or central Reserve cities (“country 
banks”), for banks in Reserve cities, and for banks in central Reserve cities, 
respectively. These statutory percentages are 3 percent against time deposits 
for all three classes of banks; and, as to demand deposits, 7 percent for country 
banks, 10 percent for Reserve city banks, and 13 percent for central Reserve 
city banks. Under other provisions of the law, however, the Board is author- 
ized to change these statutory percentages under certain conditions, provided 
that they may not be increased to more than twice the statutory percentages nor 
reduced to less than the statutory percentages. 

The lettered paragraphs of present law prescribing reserve percentages 
for banks in Reserve cities and in central Reserve cities (pars. (b) and (c)) 
contain provisos which authorize the Board to permit a Reserve city bank to 
earry the lower reserves specified for country banks and to permit a central 
Reserve city bank to carry the lower reserves specified either for Reserve city 
banks or for country banks; but in any such case the permission for such re- 
duced reserves may be granted only if the bank involved is geographically lo- 
cated in an outlying district of the Reserve city or central Reserve city, as the 
case may be, or in territory added to such city by extension of its corporate 
eharter. The pending bill would eliminate these provisos, but would add a new 
paragraph which, like the present provisos, would authorize the Board to per- 
mit member banks in Reserve cities and central Reserve cities to carry reduced 
reserves ; but the present’ requirement that the bank be located in an “outlying 
district” would be eliminated. Instead of this geographical test, the Board 
would be authorized to grant the permission for reduced reserves on such basis 
as it might deem reasonable and appropriate in view of the “character of busi- 
ness” transacted by the member bank involved. Such permission could be 
granted either in individual cases (as has been the practice under present law) 
or under regulations to be prescribed by the Board. 

As under present law, the amendment would make it possible for the Board 
to permit a Reserve city bank to carry the lower reserves specified at the time 
for country banks rather than that fixed for Reserve city banks; and, similarly, 
a member bank in a central Reserve city could be permitted to carry the lower 
reserves specified at the time either for Reserve city banks or country banks. 
The amendment would not authorize the Board to permit any member bank in 
such cities to carry reduced reserves equal to some percentage intermediate be- 
tween those prescribed by the Board for the three classes of banks. 

Again, as under present law, the amendment would not authorize the Board 
to increase the percentages of reserves required to be maintained by individual 
member banks. The Board would, however, retain the authority which it now 
has under the law to designate new Reserve cities or new central Reserve cities 
and thereby increase the reserve requirements of all member banks in such cities. 

As an incidental matter, this amendment would omit from present law the 
unnecessary requirement that permission for reduced reserves may be granted 
by the Board only upon the affirmative vote of five of its members. As in other 
cases of Board action, the permission could be granted by the Board upon the 
vote of a majority of its members present, assuming the presence of a quorum. 
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3. Percentage range for central Reserve city banks.—Under present law, the 
Board may not increase reserves for the three classifications of member banks 
to more than twice the percentages prescribed by the statute on the date of the 
Banking Act of 1935, nor reduce them below the level of such statutory per- 
centages. Because of these statutory percentages (which have not been changed 
since the 1935 act), the permissible range for time deposits for all member banks 
is from 3 to 6 percent, and the permissible ranges for demand deposits are from 
7 to 14 percent for country banks, 10 to 20 percent for Reserve city banks, and 
13 to 26 percent for central Reserve city banks. 

Section 2 of the pending bill would change the statutory percentage on de- 
mand deposits for central Reserve city banks from 13 to 10 percent. A con- 
forming technical change would be made to eliminate the reference to the 
Banking Act of 1935 in the provision which authorizes changes in reserves on 
the basis of the statutory percentages on the date of enactment of that act; 
continuance of this reference would obviously be inconsistent with the proposed 
change in the statutory percentage relating to demand deposits of central 
Reserve city banks. 

These changes would make the statutory reserve percentages the same for cen- 
tral Reserve city banks as for Reserve city banks and would thereby permit the 
Board to change reserve requirements for central Reserve city banks within 
the same minimum and maximum limitations as those fixed for Reserve city 
banks, that is, from 10 to 20 percent. However, since the three statutory classi- 
fications of member banks would be retained, it would still be possible for the 
Board, within the 10- to 20-percent range, to fix higher reserve percentages for 
central Reserve city banks than for Reserve city banks. 



























MEMORANDUM SUBMITTED BY MR. JAMES J. SAXON URGING RE- 
VISION OF CENTRAL RESERVE CITY CLASSIFICATION OF 
CHICAGO (See p. 68.) 


I understand that the Board of Governors of the Federal Reserve System 
have submitted or shortly will submit for introduction in this Congress com- 
panion bills identical or substantially identical with H.R. 11781 introduced by 
request of the Board during the second session of the last Congress by Mr. 
Spence as H.R. 11781 and in the Senate by Chairman Fulbright as 8S. 3603, 
amending section 19 of the Federal Reserve Act with respect to reserves re- 
quired to be maintained by member banks with their respective Federal Re- 
serve banks. Since this proposal would be of vital significance to member 
banks, I should like to take this opportunity to submit some data and infor- 
mation with particular emphasis on the impact of such proposed legislation on 
member banks classified as central Reserve city banks in the two central Reserve 
cities of Chicago and New York. 

Chicago, New York, and St. Louis were first designated as central Reserve 
cities pursuant to the National Bank Act in 1887. These classifications were 
continued with the enactment of the Federal Reserve Act in 1913. In 1922 the 
Board of Governors of the Federal Reserve System reclassified the city of St. 
Louis to Reserve city status pursuant to the Board’s powers under section 11(e) 
of the Federal Reserve Act. The cities of New York and Chicago, however, have 
continued to this date to be classified as central Reserve cities. No cities other 
than New York, Chicago, and St. Louis have ever been so classified. 

Originally, all national banks located within the geographical boundaries of 
the cities designated as central Reserve cities pursuant to the National Bank 
Act were classified as central reserve city banks. Similarly, early in the admin- 
istration of the Federal Reserve System all member banks located within the 
geographical limits of cities designated as central Reserve cities were classified 
as central Reserve city banks. 

The designation in 1887 of New York, Chicago, and St. Louis as central Reserve 
cities pursuant to the National Bank Act recognized that national banks in those 
cities were performing central banking functions in carrying reserves for Reserve 
city and country banks, which could use balances maintained in national banks 
located in the three central Reserve cities to satisfy part of their legal re- 
Serve requirements. With the enactment of the Federal Reserve Act in 1913 
the status of deposits in central Reserve city banks as legal reserve balances was 
eliminated. Member banks were required from that date to maintain their 
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legal reserve balances with the Federal Reserve Bank of the district in which 
the member banks were located. A vastly significant result of the regionalized 
central banking system thus established pursuant to the Federal Reserve Act 
was to accelerate substantially the decentralization of deposits and thereby to 
quicken the development of other cities as major financial centers. This de- 
centralization of bank deposits continues to this day, as is evident in the follow- 
ing data which shows the continuously declining relationship which deposits 
due to domestic banks bore to total demand deposits of central Reserve city 
banks at selected dates over a period of years: 


Ratie of deposits due to U.S. banks to total demand deposits 
CENTRAL RESERVE CITY BANKS, CHICAGO 


{In millions of dollars] 




















Number of | Total Due to U.S. Percent- 
Year banks | demand banks age 
| deposits | 
2 AP SS adel SS. a EI Se ‘ Sud 
| | 

sil dene ene 17 169 85 50. 2 
in A I le eR 11) 571 278 | 48. 69 
MEI 0. sb, 2,3. din be 1a | 653 | 314 | 48. 09 
OS) A ee eee oe Pee ee 2 37 654 | 281 | 42. 97 
I eo 20 | 1, 085 | 375 34. 56 

nee. <b. Kei RS UPR 13 | 2, 410 | 688 | 28.5 

ae ie i cet cai alee 14 | 5, 956 | 1, 133 | 19.0 

June 1958_.- ; ae eae cides 14 | 6, 580 | 1, 210 | 18.4 

| 1 | 
1 Includes one State member for which figures are unavailable. 
2 Includes 14 State members for which figures are unavailable. 
CENTRAL RESERVE CITY BANKS, NEW YORK 

Year Percentage 
Ta alec elect, Benth eubiicaitiend ppeinaes 50. 0 
NTE anne lal een 19. 0 
NTE ec eee ee ee ae neces 12.3 


While I have not had time to prepare the data which would show the continu- 
ously increasing percentage which deposits due to other domestic banks bore to 
total demand .deposits of Reserve city banks at these same dates, the attached 
schedule I shows the rank of central Reserve and Reserve cities by percentage 
of demands deposits due domestic banks to U.S. banks as of the call report date 
of October 11, 1957. This table shows that as of that date the central Reserve 
city banks of New York ranked 37th among the 50 central Reserve and-_Keserve 
cities, and the central Reserve city banks of Chicago ranked 22d. Of the 48 
Reserve cities the table shows that many now have larger proportions of de- 
posits due to domestic banks than the central Reserve cities of New York and 
Chicago, and it will be noted that some of these Reserve cities have very sub- 
stantially larger percentages of deposits due to U.S. banks. Thus, the foregoing 
data would of itself seem to challenge the factual and logical basis of the his- 
toric justification for imposing higher reserve requirements in some cities as 
against others. 

The development and growth of cities other than New York and Chicago over 
the years since 1887 need not be recited to you. The growth of many of these 
cities into major financial centers is reasonably well reflected in the size of the 
banking institutions situated in such cities. Of the 25 largest banks of the 
country ranked according to deposits (an accepted test of size) as of December 31, 
1958, 14 are situated in the Reserve cities of San Francisco, Los Angeles, Pitts- 
burgh, Detroit, Boston, Cleveland, Philadelphia, and Dallas. All of these large 
banks are housed in cities classified as Reserve cities and therefore subject to 
the lower reserve requirements applicable to Reserve city banks. Three of these 
Reserve cities (Los Angeles, Philadelphia, and Dallas) each have 2 banks 
among the 25 largest banks. One Reserve city, San Francisco, has 4 banks 
among the largest 25. 

The largest bank in the country, The Bank of America, it may be noted, is 
located in San Francisco, a Reserve city. The First National Bank of Chicago 
and the Continental Illinois National Bank and Trust Co. are the only 2 Chicago 
banks among the first 25, and these 2 banks rank 8th and 10th, respectively. 
Two of the fourteen Reserve city banks rank higher among the first 25 banks 
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than either of the Chicago banks. There follows the list of the 25 largest banks 
as of December 31, 1958, taken from the American Banker of January 12, 1959; 


Ranked by 
deposits * 
due to banks 
as of Sept. 


Ranked by total deposits 24-80, 1958 


t’ Ee ee eee ne nee ee oe oe 6 
2. Chase Manhattan Bank, New York__--_~- Beets esas ancien a emeaaie en coe aces 1 
GO: Dace teases Cy cee Tee 2 Ore ee ee ee 2 
‘. Teeeocuere Sree few Tore. 2. ee 4 
6) Gaeiaress on cee New Tork. oo 5 
GC Beteris-w ee tenner see meee ee 36 
7 aa eee ee ee ee... ee 8 
Re eee enue meee 10 
. Ce ee, Sr ee 7 
10. Continental’ Tilteois Hetional Chicago... 62 2 3 
19. De ee ee ee en 23 
Re a eh srrcreec Seek mpeenannen 11 
15 ee ee ee ee 24 
De eee ee rc areke oosous ch anc bmp sec 9 
20.) ea Pees es ren. 22. or ek ee Se ee 76 
2G? CE © cree nn rer a ee ee eee 13 
17. Grocker-Anate (National; Sean Francisco... 55 
A re ee a (*) 
20. ee eee, ee a ee ee eee 78 
20. Rites Pe. Bank & Treet, Paiine@eligmia =. oe fo 16 
21. Philadelphia National Bank._._-......-._..._.__: Peat tee eee, See 12 
22: Tiest: Wroshern: Bank, Gaal Penmeines. 2. 8S ee (*) 
98, Di Ta ee a ke Oe ee ue et ee. 18 
24; Repabiie' National Bank; Bellies. ios oe So ee 14 
25. Binks: Dentieel) Meme. Ties 4 ok el 15 


1 Includes foreign and domestic. 


2 This bank does not rank within the first 25 on the basis of its total deposits due to 
banks. 


Whatever words one may use in attempting to explain the present discrimina- 
tion in reserve requirements between the central Reserve city banks of New 
York and Chicago and Reserve city banks in the 48 Reserve cities, whether on 
the basis of the supposed justification of percentage of deposits due to banks, 
size of banks, velocity of deposits, or one or more other criteria subsumed under 
the vague and general term “character of business,” he logically and factually 
must find it difficult to justify or even rationalize the presently existing dis- 
crimination. 

For me it is an unrewarding mental exercise to try to divine what substantial 
ground or grounds of distinction may be embraced in the term “character of 
business.” Comparison of specific banks makes the exercise particularly un- 
profitable. Thus, for example, what are the basic differences, if any, in the char- 
acter of business transacted by Bank of America, the Security First National 
of Los Angeles, or the Mellon National of Pittsburgh, on the one hand, and the 
First National of Chicago, on the other hand, which would justify any dis- 
tinction for reserve requirement purposse? The same question may be asked 
with respect to velocity of deposits. I do not believe a sound distinction can be 
supported on either ground. An alleged differentiation on the basis of size 
measured by total deposits is dealt with immediately above. So is the alleged 
basis of differentiation measured by percentage of deposits due to banks. 

Moreover, the existing geographical basis of distinguishing among member 
banks for purposes of reserve requirements has proved to be inapt and in- 
equitable not only between banks located in central Reserve cities and banks 
located in Reserve cities, but also within the boundaries of cities classified as 
central Reserve and Reserve. Accordingly, the geographical boundaries of 
central Reserve and Reserve cities began to be narrowed. This is apparent in 
the enactment in 1918 of an escape clause which enabled the Board to reclassify 
to lower status member banks located within the outlying district of the cor- 
porate limits of central Reserve cities. It was also apparent in the develop- 
ment and use of the term “central district” as an administrative geographical 
abbreviation of the term “central Reserve city,” and the term “central district” 
itself has proved to have serious practical limitations as the classification of 
member banks in Chicago demonstrates. 


38423—59——10 
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THE CENTRAL RESERVE CITY OF CHICAGO 


Thus, in 1898 the central Reserve city banks in the central Reserve city of 
Chicago consisted of all of the national banks, being 17 in number, situated 
within the corporate limits of the city of Chicago. The corporate limits of the 
city of Chicago are, of course, well established of public record, but the geo- 
graphical boundaries as indicated by the corporate limits have no practical sig- 
nificance today in determining the central Reserve city bank classification. We 
have instead the term “central district” which is defined—not as a matter of pub- 
lished official record so far as I am aware—as the area bounded by Lake Michi- 
gan on the east, Jackson Boulevard on the south, and the Chicago River on the 
west and north. This so-called central district would roughly comprise some 
8 blocks beginning at Wacker Drive on the north and running to Jackson 
Boulevard on the south, and roughly some nine blocks beginning with Michigan 
Avenue on the east and running to Wacker Drive on the west. As thus described, 
the central district would also be equivalent to the area embraced within the 
Loop as loosely described.’ 

Twelve of the fourteen central Reserve city banks in Chicago are situated with- 
in this central district or Loop as thus described.2 The two other banks in 
Chicago classified as central Reserve city banks are located some distance be- 
yond the central district, being the two so-called livestock banks, viz, the Live- 
stock National Bank of Chicago, located at 4156 South Halsted Street, and the 
Drovers National Bank, located at 47th Street and Ashland Avenue. The Live- 
stock is thus about 5144 miles and the Drovers 7 miles from the outer edge of the 
central district.2 Obviously, the central district is an extremely small part 
of the area embraced within the corporate limits of the city of Chicago, which 
covers 26 miles running north and south and 15 miles running east and west 
(excluding O'Hare Field). 

There are no Reserve city banks in this area described as the central dis- 
trict. In the area outside the so-called central district but within the corpo- 
rate limits of the city, which is considered as the outlying area for the purposse 
of the amendment adopted to section 19 of the Federal Reserve Act on Septem- 
ber 26, 1918,° all other member banks, being 48 in number, are classified as Re- 
serve city banks, with the exception of the two livestock banks referred to 
earlier which are classified as central Reserve city banks. There are no'country 
member banks within the corporate limits of the city. 

Listed hereafter in alphabetical order, together with their capital funds 
and total deposits as of June 30, 1958, are the names of the 14 central Reserve 
city banks, broken down into the 12 central Reserve city banks situated within 


1A narrower area, technically described as the Loop, is the area enclosed by the elevated 
structure, and bounded by Lake Street on the north, Van Buren on the south, Wabash on 
the east, and Wells on the west. This is an area of some eight blocks running north and 
south and some five blocks running east to west. Ten of the central Reserve banks in the 
city of Chicago are located within the area thus described. 

?Perhaps a clearer picture of these geographical demarcations may be obtained by 
examination of the map attached and marked “Exhibit A.” 

’ “Provided, however, That if located in the outlying districts of a central Reserve city 
or in territory added to such city by the extension of its corporate charter, it may, upon 
the affirmative vote of five members of the Federal Reserve Board, hold and maintain the 
reserve balances specified in pars. (a) or (b) thereof.” 
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the central district or Loop, as loosely described, and the two central Reserve 
city banks situated outside the central district and the Loop: 


[In thousands of dollars] 


As of June 30, 1958 





Capital Total 
funds deposits 
Central district: | 
1. Amalgamated Trust & Savings Bank--_.--...----.--.--- sina sia ised elyr a0e 3, 366 42, 392 
2. American National Bank & Trust Co. of Chicago___..._...._.-.---_-|} 17, 474 380, 227 
3. Chicago National Bank___-_-- a a oh 7, 268 176, 759 
4. Citv National Bank & Trust Co.________--__-_- BLL i 22, 996 378, 966 
5. Continental Illinois National Bank & Trust Co. of Chic aZ0- ees: | 252, 995 2, 502, 145 
6. The Exchange National Bank of Chicago_-_-..-......--...---.-.---..- 5, 205 102, 438 
7. The First National Bank of Chicago...._..........--------- c a 255, 605 2, 732, 540 
8. Harris Trust-& Savings Bank... ...............--..---.-.- a ‘at 62, 403 698, 797 
ace rman aaa | 6, 464 140, 701 
10. Michigan Avenue Nz ational Bank of C ee cee cad 2, 659 34, 781 
11. Mid-America National Bank of Chicago_--_-.........-------.-------- 1, 211 11, 030 
ee I I oo ea ern raseweuiunddnweceenuetennnadaaen 49, 953 706, 471 
Outside central district: | 
a ce eich anna eine dberaemmmements 6, 916 88, 059 


14. The Livestock National Bank of Chicago........----.--------------- | 5, 464 56, 252 





There follows a breakdown as of November 27, 1958, of deposits and reserve 
items grouped for the 14 central Reserve city banks, and also a comparison as of 
the same date of deposits and reserve items grouped for the 48‘ banks within 
the city of Chicago classified as Reserve city banks. As of possible comparative 
interest in this connection separate such figures as of the same date are grouped 
for the big six Loop banks.® Also included in the following are figures on 
deposits, reserves and vault cash * as of June 30, 1958, for the 942 country member 
banks in the 7th Federal Reserve District, which are presented primarily for 
the reason that such figures might present a better picture with respect to vault 
cash than the figures presented with respect to the 84 country member banks in 
the Chicago metropolitan area : 


{In thousands of dollars] 








| 
| | Percent vault cash 
to— 
Net Time Required | Vault 
Member banks demand deposits reserves cash 
deposits Net Total 
demand | required 
reserves 
City of Chicago: 
(ane 5, 119, 150 1, 277, 878 985, 341 22, 102 0. 43 2. 24 
All central Reserve city (14)__.| 5, 559, 026 1, 433, 329 1, 072, 291 30, 733 . 55 2. 87 
Reserve city: (46) .....---<.--.---- 967, 555 1, 036, 096 211, 451 29, 523 3. 05 13. 96 
Chicago metropolitan area: Coun- 
try member (e0)..............-...- 825, 169 690, 007 125, 269 27, 255 3. 30 22.0 
7th Federal District: Country mem- | 
gt a a a Sa ee 5, 273, 903 4, 444, 774 831, 219 | 205, 009 3.89 24. 66 


1 There are no country member banks within the city of Chicago. 


4The names of and figures for capital funds and total deposits of these 48 Reserve city 
banks are listed on the attached schedule IT. 

5 American National Bank & Trust Co. of Chicago, City National Bank & Trust Co., 
Continental Illinois National Bank & Trust Co. of Chicago, the First National Bank of 
Chicago, Harris Trust & Savings Bank, the Northern Trust Co. 

®See also schedules III and IV regarding vault cash of member banks by classes and 
the percentages thereof to net demand deposits and total required reserves. 








144 MEMBER BANK RESERVE REQUIREMENTS 


It may be useful to fit the foregoing information with respect to central reserve 
city and reserve city banks in the broader picture of the entire banking facilities, 
member and nonmember, in the Chicago metropolitan area, which consists of 
five counties, viz: Lake County, Ind.; Lake County, Ill.; Cook County, Ill.; Du- 
Page County, Ill.; Will County, Ill. 

There are 229 banks in this area, of which 146 are member banks and 83 
are nonmember banks. In that part of the Chicago metropolitan area outside of 
the city of Chicago, there are 152 banks of which 84 are country member banks 
and 68 are nonmember banks. In the city of Chicago alone there are 77 banks, 
consisting of 14 central Reserve city banks, 48 Reserve city banks, and 15 non- 
member banks. Broken down another way this information would appear as 
follows: 











ene eh nN) ER A i ie mst eesti hechsehinicmnnieeietelinies 229 
Banks in city of Chicago: 
I ans ebsites nanan des bmi avait 14 
I le Re el 48 
Ih a Sl aa imisucionineieatnetb ake 15 
77 
Banks in area outside Chicago: 
I rl 84 
Nonmember-___----- ieee bs wrath te tpl ccmeaan thn Sig eite tp inthctgina slicing mits sain bipidndasenbsatee 68 
152 


THE CENTRAL RESERVE CITY OF NEW YORK 


The geographical limitations of the central Reserve city of New York have 
progressively narrowed since early 1918. Once bounded by the corporate limits 
of the city of New York, now all member banks in Manhattan with an office south 
of Canal and Rutgers Streets, which is perhaps a reasonable demarcation line 
for the downtown area, are classified as central Reserve’ city banks. As of 
September 24, 1958, the central Reserve city banks were 18 in number and are 
listed according to their total deposits as follows: 


[In millions of dollars] 





Banks Capital Total 
funds | deposits 
1. Chase Manhattan__--__- : a oan ; 644.0 | 6, 032 
2. First National City_.__- : ; fesse ; 698.0 | 5, 484 
3. Manufacturers Trust 2 ; aoe ae 221.0 2, 835 
4. Chemical-Corn Exchange.____- aad ‘. Speaateirnge anes. wan 304. 0 2, 730 
5. Bankers Trust_ ; mii . 264. 0 2, 395 
6. Guaranty Trust -- pert ieee Pea : 421.0 | 2, 271 
7. Irving Trust. = Se ee ae ie . 136.0 1, 519 
8. Hanover. a a : —_ 180. 0 1, 459 
9. J. P. Morgan Pree fe ee ee 87.0 | 701 
10. New York Trust __.._._._- ; oe ea 3 84.0 668 
oa eetens Dasma. . 2... =.....-.2- elses Shel dete tment i 55. 0 486 
12. Bank of New York. ......._....... Sane bd - caedaecn cate SRO 49.0 | 432 
8 eee eee 5 GR Ba So eee 12.0 170 
I Dt alee imintamcsdidioisinbianbeabiaa | 36.0 | 148 
I | 32.0 103 


0 ea TR 6.0 76 
17. Colonial Trust a 6.0 7 
18. American Trust-_-_.___- ct ee a 2.3 | 24 





—on s 
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All other member banks located in Manhattan (including one with an office 
on the north side of Canal Street) are classified as Reserve city banks. As of 
September 24, 1958, Reserve city banks were seven in number and are listed 
below according to their total deposits : 


{In millions of dollars] 








Banks Capital Total 
funds deposits 
5, Weieeati a Os Tre 2 9 2s RS CAA IRE. hoe ee : 12.0 146 
Di EN I iS anak oie es icine nh pds debe ens wwe nd Bee 12.0 135 
I cll 6.0 84 
Rr res ee mee weed ware dee aiaicneran amc ae 5.0 79 
SB. Gee eek ose 355 Bl a ee Sela 3.0 39 
Se ee ee ee ee ee ee ee See 2.3 32 
7. Pennsylvania-___---- anda uae dadmanaaeme saunas wuaaanes 2.0 20 


| 


All member banks in other parts of the city are considered country member 
banks, and as of September 24, 1958, were seven in number and are listed accord- 
ing to their total deposits as follows: 


{In millions of dollars] 








Banks Capital Total 
funds deposits 
So oa cian eaten oun ie wane alateeied Cie tg aaten 5.0 57 
2. Bensonhurst National --.---.-.....-- alse shan tidle Aces tecwle bskeeee 2.0 28 
3. Queens Nationel...... =~. -.4..---.<- b dn Shed inh ae AbD dhadaod bah pelea 2.0 22 
Tn... ache nueshh<enneneccers’4o<i 1.2 18 
Gi, SII oo. cin ch tccntp cn aseueda twcscappeestnndbocasehesnsyuce 2.0 16 
6. Peoples National_-_...........-...-.--- bees SHA. Et  ALCARG 2 1.5 12 
7, Re I I a on Sad 6 eek < cdg 854 5 5 Gab bs hin eae Sii ld- 4 inde Gs 5 4 





There follows also a list of some of the larger member banks in New York State 
which are situated outside of the New York City limits. Three of the Buffalo 
banks shown in this tabulation are Reserve city banks and yet are substantially 
larger than some of the central Reserve city banks in New York, notwithstanding 
that these three Buffalo banks have easy access to the Buffalo branch of the 
Federal Reserve Bank of New York. All of the other banks shown in this list, 
which includes some of very substantial size, are classified as country member 
banks for reserve requirement purposes : 


{In millions of dollars] 











Bank Capital Total 
funds deposits 
OEE | 
| 
Marine Trust of Western New York, Buffalo (Reserve city bee) -- ead 51.5 | 689. 7 
Franklin National Bank, Franklin Square __ See tngwaete 34.5 495.6 
Manufacturers & Traders Trust, Buffalo (Reserve city bank). Bo ALL 39.6 437.4 
County Fret, WOO PaRIG a 5 Se pitas fo bess ise bmeewert-freageonepe<nen 28.8 394. 7 
Lincoln Rochester Ce 28. 8 362, 4 
Seer IIL crt © Soe e MARS ee ee ee ee, ge RI eae 21.0 341.4 
ee Brook National, Freeport. pA DSIRE SS. SOOT os eet. WG 31.8 329.9 
National Commercial Bank & Pe et nk were naan s dace 19,1 284.9 
First Trust & Deposit, Syracuse _--- Mole ‘ . ! 15.1 169.0 
National Bank of Westchester, White Plains...___........._---------------- 11.2 148.9 
Liberty Bank, Buffalo (Reserve city bank)_....._............__- ~Hiadioss 11.5 144.9 
Security Trust, Rochester _ ___- ae ee ee 12.3 130. 4 
Marine Midland Trust of Central New York, ‘Sy he 9.6 124.6 
Marine Midland Trust of Southern New York, eimeivn. 0 i 14.0 120.3 
Lincoln National Bank & Trust, Syracuse.........................-------- | 6.2 112.1 
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As in the case of the city of Chicago, the central Reserve city classification in 
New York includes all banks that could loosely be considered as important money- 
market banks, but, as also in the case of Chicago, includes some relatively small 
member banks. Apart from the easy access of these smaller banks to the Federal 
Reserve bank, the higher reserve requirements imposed by their location seem 
clearly discriminatory. Similarly there appears to be little logic to support the 
classification of other banks in Manhattan as Reserve city, whereas banks in 
Brooklyn, Bronx, Queens, or Richmond are considered country banks. Prior to 
1950 banks in the Boroughs of the Bronx and Brooklyn which were within the 
limits of the city of New York, were classified as Reserve city banks, and in that 
year the Federal Reserve Board permitted most banks in these boroughs to 
apply for a country bank status. For approximately the past 8 years certain 
New York banks with main offices located north of Canal Street in the Borough 
of Manhattan were reclassified toa Reserve city bank status. 


DISCUSSION OF SPECIFIC LEGISLATION 


As you are so well aware, the problem of congressional consideration of the 
present reserve requirement statute and structure is a very important one. For 
many years now there has been extensive and continuing discussion by Govern- 
ment people, economists, bankers, business people, and Members of Congress con- 
cerning this subject matter. The Federal Reserve Board is known to have had 
the problem under study for a number of years. Other organizations, too, have 
examined this matter critically in recent years. As indicated earlier, late in the 
second session of. the last Congress a set of specific recommendations was put 
before the Congress at the request of the Federal Reserve Board in the form of 
companion bills numbered H.R. 11781 and S. 3603, respectively. Due to the late 
introduction of this measure and the calendar of business already pressing in the 
respective Banking and Currency Committees, hearings were not held on this 
measure by either the Senate or the House Banking Committee, although the 
matter did come up for some discussion during the hearings on the Financial 
Institutions Act. (See the discussion on July 17, 1957, beginning at p. 104 and 
ending on p. 112 of pt. I of the hearings before the House committee.) If, as I 
understand, identical or substantially identical bills are to be introduced shortly 
in this Congress, the comments hereafter made with reference to H.R. 11871 
would apply to the new bills. H.R. 11871 proposed three substantive amend- 
ments to section 19 of the Federal Reserve Act, two of which are separately 
discussed hereafter. 

One provision of the bill would grant the Board permissive authority to carve 
individual member banks out of their existing classifications for the purpose 
of cash reserve requirements and to place such banks in a lower classification, 
such authority to be exercised ‘‘on such basis as the Board may deem reason- 
able and appropriate in view of the character of business transacted by the 
bank.” As is apparent on its face, the standard, if it may appropriately be 
called such, which would purportedly guide the Board under the quoted lan- 
guage, is too general, vague, and indefinite to evaluate. This proposal is in- 
tended to take the place of the Board’s authority under the present law to 
permit individual member banks to maintain lower Reserve requirements if 
located in the outlying districts of central Reserve or Reserve cities. The 
Board’s proposal implies the need for additional authority to enable it to change 
the Reserve status of specific banks, whose present Reserve status by virtue 
of the present system of geographical classification the Board on one ground 
or another regards as inappropriate. Obviously, the “problem” classifications 
in the case of specific banks cannot be adjusted under the present “outlying 
district” authority, which was granted the Board under the 1918 amendment to 
allow it to ameliorate the inflexible operation of the geographical system of 
classification. Under that authority the Board is apparently unable to re 
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classify to lower status specific banks which cannot reasonably be considered 
as located within outlying districts. Hence, the provision of the present law 
with respect to outlying districts having been found inadequate to cope with 
the problem as the Board sees it, the “character of business” test is proposed 
which is designed as another and substitute approach to relieve in part the 
inequitable operation of the geographical basis of Reserve classification. Thus, 
like the 1918 amendment with respect to outlying districts, the Board now seeks 
another means of escape—on a specific case basis—from its own geographical 
straifjacket. Yet it is apparent that under the proposed bill the Board would 
continue to retain in the law for general application the very same geographical 
basis of distinction which gives rise to the need for the proposed new amend- 
ment, as it also gave rise to the need for the 1918 outlying district amendment. 

One may well ask where the line should be drawn, and indeed one may 
further ask whether the authority sought by the proposed new amendment will 
provide the Board with rational and adequate authority to reclassify all problem 
eases. Finally, one may most pointedly ask whether it is not the geographical 
distinction itself, rather than escape clauses from it, which should be made the 
primary subject of attention by the Congress. In the opinion of many competent 
observers, the real problem is the soundness and practicality of the present system 
of geographical classification, which the Federal Reserve bill would nonetheless 
retain in general application. 

From the standpoint of administration, the Board’s proposal, if enacted, would 
seem to present problems of considerable delicacy and complexity. It may well 
be that the Board has in mind certain cases with which it could deal with a 
minimum of difficulty under such a provision, but what of cases intermediate 
between the obvious cases on either end of the spectrum of banks attempted to be 
differentiated for purposes of the escape clause on the basis of character of busi- 
ness? Indeed, it is also in this practical context that one may long ponder the 
question of what the Board might consider to be “character of business.” 

Another provision of H.R. 11781 would authorize the Board of Governors to 
impose reserve requirements for demand deposits of Central Reserve city banks 
within a range of 10 to 20 percent instead of the range presently authorized by 
statute of 13 to 26 percent. Since this proposed amendment would not affect the 
present range of reserve requirements applicable to Reserve city banks, the effect 
of the amendment, if enacted, would be to establish the same range of require- 
ments for Reserve city and central Reserve city banks. This proposed amend- 
ment would not, however, require the imposition at a given time of statutorily 
equal reserves for both such classes of member banks, and the Board of Gov- 
ernors would still be empowered to fix different requirements with the proposed 
range applicable at the same time to Reserve city and central Reserve member 
banks. The proposed amendment would thus retain the power of the Board to 
maintain a differential between reserve requirements for Reserve city and central 
Reserve city banks which for the most part the Board has long done, and also 
the separate classification of central Reserve city. 

If the proposed amendment were now in effect, the maximum reserve require- 
ment applicable to central Reserve city banks would be 20 percent of net demand 
deposits, and since the present reserve required against net demand deposits is 
18 percent for central Reserve city banks, such an amendment if now a part of 
the law would not affect the reserve required of central Reserve city banks. 
This proposal if in effect in certain past years would, however, have affected 
reserve requirements, since on 17 different occasions reserve requirements against 
net demand deposits of central Reserve city banks exceeded 20 percent. The 
following schedule shows the variety of differentials which have existed since 
the passage of the Federal Reserve Act and the number of times and periods in 
which varying differentials have been in effect. This schedule illustrates the 
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long-standing policy of the Board to maintain differential requirements between 
the two classes of member banks: 


Member bank reserve requirements 


{Percent of net demand deposits] 





History of differ- 








Periods in effect entials in central | Number of pe- 
Reserve city and|__riods in effect 
. = Reserve city 
Percent 
ee eS non ncndwenenan po werpeniasenccacash wa None 1 
eee ee ee eee eee Sees a 1% 2 


NRE, nes idsisiticnnmawdyiip sede tnenvagend aunts . 
we Oy | ee ee clita edant wdanadieilll 2 9 
Feb. 27, 1948, to Feb. 29, 1948___- 
June 24, 1954, to July 28, 1954 
July 29, 1954, to July 31, 1954 
inn maintain edimasereenneaeenengiewe men 
Feb. 27, 1958, to Feb. 28, 1958 
Mar. 1, 1958, to Mar. 19, 1958 
en SO ire ccc -bataghneht canbdastedyeqeese 
Apr. 1, 1958, to Apr. 16, 1958_--.---- 
June 21, 1917, to Aug. 15, 1936_--. -- 
May 5, 1949, to Jume 29, 1949__..._______- 
no ncn eenbahie tas ponasebiesn ages 
at Rath 2 lle El Th TE ala a eee 
eT Oe ME I 8 cc iene ecescseloccasmecutecsuess 4 18 
et CN I I, IO Sd bin on 2 5 ke) 0 skew temic eo ctr tie 
Sept. 16, 1948, to Sept. 23, 1948 
Sept. 24, 1948, to Apr. 30, 1949 
ee I, GC occ conc kelp cetera tS gdn scot esee ens 
June 30, 1949, to June 30, 1949. 
July 1, 1949, to July 31, 1949 
n,n re eo te duccecmennetbamibneon 
Aug. 11, 1949, to Aug. 15, 1949 
Aug. 16, 1949, to Aug. 17, 1949 
Aug. 18, 1949, to Aug, 24, 1949 
eo oo Wa cece anc cankasdewtheacrasocad 

Sept. 1, 1949, to Jan. 10, 1951___.-_----...--.--- Siddak sch. hut ch debi 

Jan. 11, 1951, to Jan, 15, 1951_---- mee tesph up ldeandissesconéénesoneses 

i ances wameneitn hone ogihnmanenaspe 

Jan, 25, 1951, to Jan. 31, 1951___-.----_- Jia Satekuaied a wibon ty ated 

Ss as nO IO NOE, . 22 ne cid sadn Sh enc eanash J dvis css 

July 1, 1953, to July. &, 1053. .......--.......-- a 

Neen Tne TT ne ne a onacsbetaaapencumsnenecion | 446 1 
Pe a ene WP EE SU MO Sh dee en da cebwolclavectocenas deahdl 544 2 
Apr. 16, 1938, to Oct. 31, 1941_.__2.--_------- a2 eeids 4 iFoods | 

May 1, 1937, to Apr. 15, 1938 
Nov. 1, 1941, to Aug. 19, 1942 








Since the Board recognizes, as stated in the explanation accompanying the 
submission to the Congress of H.R. 11781,’ that the maximum requirement of 
20 percent against net demand deposits for any bank or class of banks is 
believed to be adquate for any purpose under present or prospective conditions, 
the lowering from 26 to 20 percent of the maximum requirement which may 
be imposed on central Reserve city banks, while desirable as a matter of 
express statutory limitation, would appear to have limited or little practical 
significance in the Board’s own judgment. While the Board in its explana- 
tion states that this proposed amendment “would tend to encourage narrower 
differentials between classes of banks,” I have difficulty in determining what 
practical significance this statement may have. Of course, by reducing from 
26 to 20 percent the maximum reserve which may be imposed against net 
demand deposits in the case of the central Reserve city bank, the proposal would 
theoretically tend to encourage narrower differentials. I say theoretically 
because the Board in the part of its explanatory statement, which I have quoted 
above, expressed itself as seeing no present or prospective need for a require- 
ment in excess of 20 percent for any bank or class of banks. Moreover, even 
if the maximum reserve requirement applicable to central Reserve city banks 
were 20 percent as proposed in H.R. 11781, the Board could still under the 
statute if thus amended imposed a differential which would vary between 10 
and 20 percent since the minimum statutory reserve required of Reserve city 


7 See exhibits B and C attached. 
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banks is 10 percent and the maximum which could be imposed on central 
Reserve city banks would be 20 percent. I well realize that it seems unlikely 
that the Board would impose such a differential. In the history of the exercise 
of the Board’s authority under section 19 of the Federal Reserve Act, the 
highest differential at any time imposed between requirements again demand 
deposits of reserves of central Reserve city banks was 6 percent, and that 
occurred only twice and then only for reasonably brief periods. For the 
most part the Board in practice has applied a differential between the two 
classes of banks which ranged between 2 and 4 percent. 

Further, as a harbinger of the future I should hesitate to subscribe great 
significance to the presently existing differential of 1144 percent differential did 
not exist prior to 1958. Other than for the period October 3, 1942 to February 
26, 1948, when happily no differential existed, a differential of 2 percent or 
more has been in effect. 

Thus, while it could be that the present Chairman and members of the Board, 
or a majority thereof, would tend as a matter of policy to work toward a 
narrowing of the differential between the two classes of member banks, one 
would be rash indeed to rely on any such speculative judgment or opinion in 
discussing this highly important subject of legislation affecting member banks 
reserve requirements. For the foregoing reasons I read with considerable 
reservation as to its substantial practical merit the statement of the Board 
that the lowering of the range applicable to central Reserve city banks would 
tend to narrow the differential between the two classes of banks. 


SUMMARY AND CONCLUSIONS 


What is really believed to be long overdue is elimination of the central 
reserve classification per se and/or a statutory provision which requires that 
reserves at anytime imposed be the same for the two classes of banks so as 
thereby to eliminate any differential in the requirements. 

A reform of the structure of cash reserve requirements is very much in order 
owing to changes in the Nation’s banking system that have occurred in the 45 
years since the Federal Reserve Act was passed and the 22 years since the 
requirements were radically advanced under emergency conditions,* and the 
Board of Governors has taken a highly constructive step in bringing this matter 
to the attention of the Congress in the form of specific proposals. 

The problems with reserve requirements are two: They discriminate among 
cities in a way that has lost its historic justification; they tie up lending power 
that will be needed for a growing economy and impede member banks’ ability 
to compete among themselves with other classes of financial intermediaries. 

It is greatly to be hoped that the Congress will carefully examine suggestions 
that new or substitute forms of discrimination should be introduced related to 
(1) the size of a bank, (2) the velocity of its deposits, or (3) the nature of 
its business. 

Reserve requirements are already and properly related to the size of a bank 
insofar as their amount is related to deposit volume. There is no apparent 
logic in providing, as it were, a progressive scale of percentages like an income 
tax and demanding that larger banks tie up larger fractions of their funds 
in idle cash reserves. This would be nothing but a penalty on size and success. 
Banks, like other enterprises, should be encouraged competitively to offer 
Superior services and to grow with the country. Economies of larger scales of 
operations should be passed on in cheaper services to the public, not dissipated 
by compulsory holding of sterile assets. 

The theory has been advanced that reserve requirements need to be higher 
in money-market banks, such as those in downtown New York and Chicago, 
because the velocity of turnover of deposits is greater. A system of reserve 
requirements based on velocity would tend to break down the functioning 
money and capital markets. The exceptional activity of funds is a measure 
not of payment for goods but of bookkeeping transfers incident to financial 
clearing transactions. It reflects services performed (with little profit) for 
many types of customers, including out-of-town banks. In Chicago and New 
York great amounts of money pass through bank accounts incident to (@) issu- 
ance and redemption of bonds, notes, Treasury bills, and other open market 


8 Huge gold inflow after reduction in gold content of dollar led to enactment of amend- 
ment of August 23, 1935, which authorized doubling of maximum required reserves. 
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paper; ()) trading activity in the U.S. Government securities market; and 
(c) short-term investment transactions of correspondent banks and industrial 
corporations out of general reserve funds they carry in major money-market 
banks. This work, often free from regular service charges, needs to be done 
in the functioning of the money market and the Chicago and New York banks 
are organized to handle it at minimum cost. 

The third proposition to base reserve requirements on the nature of a bank’s 
business, is too indefinite to evaluate. But it is difficult to conceive how, in 
practical terms, any such system could avoid unjust discriminations. Member 
banks do not divide into neat categories. 

The continufnce by the Board of Governors of the Federal Reserve System 
of any differential in reserve balances against net. demand deposits required 
to be maintained by certain banks in the two central Reserve cities of Chicago 
and New York poses a problem of direct and immediate importance to the 
present and future growth of the business, commerce, and industry of the areas 
served by these banks. 

The Board has for many years had the authority under existing law to elimi- 
nate the existing reserve differential between central Reserve city and Reserve 
city member banks and the central Reserve city classification as such, but has 
not done and shows no inclination to do so. 

Presently, central Reserve city banks, Reserve city banks, and so-called coun- 
try banks are required to maintain with their respective Federal Reserve banks 
reserve balances of 18 percent, 161%4 percent and 11 percent, respectively, of net 
demand deposits. 

While the present differential classification may have had some logic prior 
to the establishment of the Federal Reserve System in 1914, it has little logical 
application to contemporary economic circumstances and conditions. The higher 
reserve requirement imposed on some member banks in the central Reserve 
cities of New York and Chicago contributes little to bank liquidity or to the 
scope of credit control by the monetary authorities. 

The effect of the higher differential applicable to the 14 central Reserve city 
banks in the city of Chicago is to immobilize a substantial portion of their loan 
and investment base, with obvious disadvantage to the competitive status, the 
earning potential, and the capacity of these institutions to serve their economies 
and their correspondent banks. This meant, as of June 30, 1958, the steriliza- 
tion of approximately $75 million in basic additional lending or investment 
potential for these 14 banks. This unnecessary and unjustified immobilization 
of such a large volume of the potential economic and earnings assets of these 
14 banks in the city of Chicago benefits none. Since this differential exists 
among banks within the. city of Chicago itself, it could hardly be called a 
geographical differential, notwithstanding that it is generally so described. 

The enormous and ever-widening expansion and distribution of our national 
economie and financial resources has of itself blurred, if not extinguished, the 
original basis for the reserve differential between central Reserve and Reserve 
city banks. We have seen the development of many large and competitively 
important banks in other cities of the country which rank as important money 
and financial centers. Thus, as indicated earlier, over the past 25 years or more, 
there has been a substantial decline in the percentage of total interbank deposits 
held by the central Reserve city banks, and a substantial growth in the per- 
centage of total interbank deposits held by the large banking institutions in 
cities not classified as central Reserve cities. These banks and the cities in 
which they are located enjoy distinct competitive advantages which derive from 
lower reserve requirements applicable to Reserve city banks, and even in the 
case of some large banks to so-called country bank classification. 

Enactment by the Congress at this time of legislation to eliminate by statute 
the higher differential reserve requirement among member banks in the central 
Reserve cities of Chicago and New York and indeed the central Reserve city 
classification itself would have a highly salutary effect. Additional resources 
would thus be freed for constructive use to the benefit of the economies of these 
areas and of the national industry outside of Chicago and New York which these 
banks serve. While thus benefiting the economies and the areas which these 
banks serve and of the Nation, such action would also eliminate the existing 
discriminatory impact of the higher reserve differential on the earnings, com- 
petitive position, and capital accumulation of these banks. 
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SCHEDULE I.—Ranking of central Reserve and Reserve cities by percentages of 
demand deposits due to domestic banks * 


City 


I sans a wn aed bie oaecenesenhere aie canine 
I 8S a aa aey Se Sait aarenEmomn eel 
EE on onc Bebe tan ccelolcesnakeeneneyousenaiebasine 
Jacksonville - - 

Dallas- - - - 
I ai arate mrt este es om Gal ica omnes ORE eee eda oe 
Oklahoma City 
St. Louis- --. 
Helena . 
SS ot ete cakes ane udcen emewae 
Rs er ek ee eee ee nee eee ae eee 
Se NT. ods camiennsakessasntaosadsndatatcashereeessaotesipaen = : 





Fort Worth 
Charlotte 


a caer nem 8 ae meee Ee Brenan aa 
Richmond 
ca tt ee SRI DE Se ee Eee ee ee eae 
Louisville 
Houston 
an ts crn ci Ree eae eaten ae Eae Aah aoe 
Central Reserve, Chicago 
New Orleans 
NR re Se ane a eee bean anow i okeaeeees 
San Antonio. _..--.-- 

Denver. -- 


RS cn cawane an 
Boston 
a eee acer ci clea och ese eee aU aeane a Daal 
EE EB FE ee Be te tt ee nn eee 
Birmingham 
eB ae FE eel 3 iat 
Central Reserve,New York. City 
er ee 8 ee eae en eee. 
Salt Lake City 
I Ran Lr bare) Ries Ale Aid ox eaten nes oar een eee 
ee ee te ee 
Cleveland 
Detroit 
Toledo 





Ree I nn a conc cascn secasucennaseceus cub GN cseckniaie | 
rte igh cme si calcein eens aed 
San Francisco 


NR ae i eee 8 


Reserve city banks as & group--..--....-------- 


Demand deposits 


Total 


Millions 
$125 
59 

981 
392 
1,379 
815 
378 
1, 152 
48 
492 

421 
362 
399 
606 
256 
183 
475 
393 
545 
1, 301 
958 
5, 990 
773 
764 
351 
608 
168 
102 
258 
2, 928 
480 
2, 281 
36 
744 
356 
854 
22, 567 
781 
375 
2,115 
552 
, 799 
2, 442 
336 
906 
1, 228 
2, 781 
741 
6, 399 
952 
45, 289 


— 


| 

| Due to 
banks in | Percentage 
United 
States 


| 
| Millions 





$99 79.2 

24 40.7 

359 36.6 

133 33.9 

429 31.1 

243 29.8 

106 28.0 

314 27.3 

13 27.1 

133 7.0 

111 26.4 

94 26.0 

100 25.1 

151 24.9 

63 24.6 

45 24.6 

117 24.6 

95 24.2 

118 21.7 

271 20.8 

193 20.1 

1, 186 19.8 

152 19.7 

143 18.7 

65 18.5 

107 17.6 

26 15.5 

15 14.7 

37 14.3 

417 14.2 

67 14.0 

317 13.9 

5 13.9 

| 99 13.3 
44 12.4 

106 12.4 

2,77 12.3 

| 86 11.0 
38 10.1 

195 9.2 

49 8.9 
| 154 8.6 
| 188 ae 
| 24 7.1 
62 6.8 
| 67 5.5 
124 4.5 
} 32 4.3 
| 250 3.9 
| 26 2.7 
| 6, 113 13.5 





1 Source: Board of Governors of the Federal Reserve System Member Bank Call Report, No. 145, Oct. 


11, 1957. 
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ScHEDULE II.—Reserve city banks (as of June 80, 1958) 




























































Banks Capital | Total 
funds deposits 
| 

1. Belmont National Bank of Chicago..........-. i. stale $1, 299 | $19, 959 
2. Central National Bank in ~—-— * . sineisamataniat 7,179 | 88, 204 
ee gc cwcnecucencsncnnnneshaucs 5, 060 106, 265 
4. Citizens National Bank of Chicago - tea aiekanacendan =e 822 | 14, 904 
5. Commercial Nafional Bank of Chicago. _........-..-.-------.--------.-- 1, 603 34, 091 
6. Consumers Nh&tional Bank of Chicago IES INA DEOL ME IE | 633 | 4, 118 
7. The Cosmopolitan National Bank of _—- pipes : 7 3, 623 41, 590 
8. Devon-North Town State Bank__-___- pean pasded Saaw 1, 308 21, 018 
9. The District National Bank of Chicago-_ salen lain -deaewaaedae emeets 905 18, 833 
en ote semoocbeesemuseccevscamcsh 1, 792 28, 183 
SNe ee ee ne eee ne nn i ceeentecnacccascoccencccsace| 1, 167 23, 502 
12. Gateway National Bank of Chicago........................-.-----.-.-.--| 743 3, 840 
13. Kaspar American State Bank -. cmboel aeiintascdieci wnaenl 765 7, 978 
14. Lake Shore National Bank 2 . ae 6, 425 71, 919 
15. Lake View Trust & Savings euerten tree e te ee: ki! aA). aN 13, 105 169, 833 
16. The Lawndale National Bank of Chicago..-.------ cach nintusnamemasmane | 2, 304 30, 666 
17. Lincoln National Bank- ----- Sa cin Saco eraaadaiotaieie anemia iapen 1, 465 35, 079 
a uadousapsocenpersnoned 3, 417 | 38, 861 
19. The Manufacturers National Bank of Reds bettie Osa wince searensiniee = 2, 594 47, 661 
ce, ceaubantbioaadiecwennsarinenas as | 2, 142 35, 978 
21. Mercantile National Bank of C hicago -. ili ia oliciel aiken onip nm saseio ool 5, 415 | 65, 239 
22. Merchandise National Bank of C hicago _- A Aer eR ee ee and 6, 263 | 76, 464 
7s, Beorenanes Newonal Bank in Chigeso................................-..- 3, 636 51, 526 
24. Metropolitan State Bank-__-_____---- salle Gale ceineamatii ene ebb meiot cin 1, 007 16, 221 
25. Mid-City National Bank of Chicago aah 6 aig oe ietaitiiaewe Sabie eal ta ie sae 4, 359 | 56, 790 
Ce ee cunceneneenccnnsenrapecne -| 2, 939 68, 027 
27. National Bank of Albany Park in Chicago..._.......-----.---------.---- 1, 249 24, 666 
28. National Bank of Austin-. ji Eat obateiabianwietangnihouee 2) 019 37, 438 
29. National Bank of Commerce of Chicago hicigkLatdias ns yaaa cate | 2, 908 45, 601 
30. National Bank of Hyde Park in Chicago.................-.-...--.-----.. 2, 050 | 30, 008 
i, eteemns aeeevara meme Gf Onigmro..... oe 5ee-se- 5, 806 81, 836 
32. National Security Bank of Chicago. .-.................-.....-------..--.- 4, 349 70, 240 
33. The North Shore National Bank of Chicago... -_...........-..----------- | 3, 298 | 48, 875 
34. Northwest National Bank of Chicago...............-...-.-..--..---.---- 4,199 | 85, 542 
35. Park National Bank of Chicago .._._._.......-- Sa Dacgeabukeawhdhaeai ona }- 1, 489 15, 302 
26, Peoples Netional Bank of Olicago.................................-....- 926 | 16, 565 
ee ema enbnnneewskeocwenamns ood 9, 131 105, 043 
38. The Skala National Bank of Chicago. -.......................-.-.-.-22... 791 13, 100 
er ee eS nn cee eececwnencccecccccsccues af 3, 857 65, 695 
@. South Host. Netionsl Bemk........................... ie aaban Gadde eae ease 3, 518 54, 087 
41. The South Shore National Bank of Chicago...-............-------------. | 3, 347 47, 846 
Ne eee cnc cc eweserccamancosentll 2, 088 21, 562 
43. State Bank of Clearing _..-_- SERStea dae aeAnndoons ocemoel 1, 567 25, 377 
44. The Steel City National Bank ‘of Chicago... candied caieeea abana oaeouces aati 613 13, 690 
45. Union National Bank of Chicago_................-..-.---.-------------- 1, 065 16, 766 
ne eapecaebss aus eererenonncs cae 2, 326 23, 539 
47. Upper Avenue National Bank of Chicago..._...........-.-......-----.-- 2, 612 32, 874 
48. Uptown National Bank of Chicago: .................--......-...-.-.---. 3, 979 63, 185 
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SCHEDULE III.—Vault cash holdings of member banks, by classes, on selected call 
dates, 1957-58 
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[Millions of dollars] 
. E Percent of 
Net Deposits Vault 
demand time Total cash 
Net Total 
demand 
Central Reserve city banks: 
New York City: 
BN Wh To Bice ica ose rece lirrnein dead 20, 120 3, 774 23, 894 143 71 60 
TR Big Mids ccanap tld csnkekcote 19, 954 3, 695 23, 649 116 . 58 .49 
Ds By Cie casa cp dbeuce deans 20, 426 4, 667 25, 093 127 . 62 51 
SUE By, Cn ne cenp ibs naniee 22, 523 5, 280 27, 803 145 . 64 52 
ONE Bik vnence td hnsoccal 20,756 | 4,354 | 25,110 133 64 53 
Chicago: 
DE RENE Senn cacaedianoduueees 5, 258 1, 328 6, 586 28 . 53 . 43 
OS DR ee ee 5, 219 1, 325 6, 543 29 . 56 . 44 
BE , Ms caicccee tbhisw nee 5, 242 1, 391 6, 633 32 . 61 - 48 
June 23, 1958_..-.-...-- REE SE 5, 921 1, 442 7, 363 31 .52 . 42 
RRA: ce caehihis meyatpncncnt 5,410} 1,372] 6,782 30 55 44 
Reserve city banks: = 
Located in Reserve bank cities: 
eee ae eee 17, 174 9, 781 26, 955 268 1. 56 .99 
OONIL, PONT 26ers a 17,465 | 10,044] 27,509 229 1.31 83 
oS 4 eee eee 17, 150 10, 584 27, 734 252 1. 47 91 
FORE TR) Ck. when os eb 2 18, 361 11,315 29, 676 285 1.55 . 96 
Po ee 17, 538 10, 431 7, 969 259 1. 48 92 
Located in Reserve branch cities: ile 
que @, T0001 2... 60th... n6dds 16, 027 6, 863 22, 890 292 1. 82 1. 28 
O06; 18, 30 Je..i-..-. 2... ed 16, 339 7, 093 23, 432 266 1.63 1.14 
ae RE ee ee ee 16, 282 7, 582 23, 864 284 1.74 1.19 
pS et eee ere 16, 983 8, 159 25, 142 317 1.87 1. 26 
peeies | 3tt.s.~. ce. 16,408 | 7,424 , 882 290 1.77 1.22 
Located in other Reserve cities: = > 
PUN NY 6 ee cca ne ames 4, 501 1,077 5, 578 93 2.07 1. 67 
2 3 a a 4, 491 1, 366 5, 857 84 1. 87 1.43 
DOOR. ©, PE oonak ean ;aaeaten 4, 521 1, 422 5, 943 91 2.01 1. 53 
NN Sel tactic atid ccienne 5, 091 1, 648 6, 739 104 2.04 1. 54 
Pe il 6 wittas wis ecoanaie nese 4, 651 1, 378 6, 029 93 2.00 1. 54 
All Reserve city banks: ] " 
ee 2 Ser A a 38, 597 19, 233 57, 830 642 1. 66 1.11 
Country banks: 
I a cra. eanchwedecm aunts 35, 235 21, 624 56, 859 1, 241 3. 52 2.18 
ED ~:'.cacitenniaccach bran om 35, 858 22, 426 58, 284 1, 164 3. 25 2.00 
Re el a abamacaaumye 34, 964 23, 093 58, 057 1, 228 3. 51 2.12 
Se piekbcicues 35, 371 24, 315 59, 686 1, 395 3. 94 2. 34 
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SCHEDULE I1V.—Required reserves, excess reserves, vault cash and demand bal- 
ances with domestic banks by classes, on selected call dates, 1957-58 


[Millions of dollars] 






































| | | | 
Total net Percent Demand |Percent 
demand |Required! of net | Vault | Excess | balances | of net 
and | reserves |demand| cash reserves}; with | Total jdemand 
time |} and | other | | and 
deposits | time banks | | time 
. New York City central 
Reserve banks: | | 
June 6, 1957_..-.-- d 23, 893 4,213 | 17.6 143 | —132 43 4 | 0. 23 
Oct. 11, 1957- ea 23, 649 | 4,176 | Ae 116 | 31 | 36 | 183 77 
Le ee | 25, 093 | 4, 216 16.8 27 14 52 | 193 77 
June 23, 1958..........- 27, 803 4,318 | 15.5 | 145 | 100 | 73 | 318 | 1.14 
Average.............| 25,110] 4,231] 16.8 | 133 4 | 52 | 185 | 14 
a = — 
Chicago central Reserve 
banks: 1 
OOS aaa | 6, 586 | 1,118 17.0 | 28 —29 94 13 1. 41 
Oct. 11, 1957.------.---| 6,543] 1,110] 17.0] 29} 185 | 95 309 72 
Mar. 4, 1958_..-.--- 6, 633 | 1,092 16.5 32 | 52 | 98 | 182 | 2.74 
June 23, 1958.......----| 7,363 | 1,188] 15.5] 31 45 | 122 | i988} 2.69 
a | 6, 782 | 1,115 | 16.4 | 30 | 63 | 103 | 196 | =. 2.89 
——SS [——S=_=—_ SY——S—SS=_Ei—X—X—X— =} a SS |_&_—_———— = 
Reserve city banks: 
June 6, 1957.....------ | 55, 659 7,684 | 13.8 653 | 17] 1,811} 2, 481 4. 46 
Oct. 11, 1957_-- arian B 56, 799 7, 818 13.8 580 | 179 | 1, 848 2, 607 4.59 
Mar. 4, 1958_.- ..---| 57,542 7, 621 13.2 790 —98 | 2,031 | 2,723 4.73 
June 23, 1958_.:...--- | 61,558 7, 728 12.6 628 | —152] 2,256] 2,732 4. 44 
OS ae | 57, 889 7,713 | 13.3 | 663} —14| 1,987] 2,636 4.55 
|= —_—_—_——— ————— | = — — = — = 
Country member banks: 
June 6, 1957_...- ae 56, 859 5, 309 9.3 1, 241 321 | 3, 949 | 5, 511 9, 69 
Oct. 11, 2007......+-. | 58,284 5, 424 9.3 | 1, 164 280 | 4, 581 6, 025 10. 34 
Mar. 4, 1058. .......- | 58, 057 5,175 8.9 1, 228 | 497 4, 481 6, 206 10. 60 
June 23, 1958... ...-- -| 59, 686 5, 107 8.6 | 1,305 | 286 4,417} 6,098] 10.22 
Avebem.......-is2-. 58, 221 5,229] 9.0) 1,257 | 346 | 4, 357 | 5,960 | 10.24 
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ExHIsIT B 
Text oF H.R. 11781 ANnp §. 3603 


Be it enacted, etc., That section 19 of the Federal Reserve Act, as amended, is 
further amended by striking out the provisos in the fourth and fifth paragraphs 
of such section, lettered (b) and (c), respectively (U.S.C., title 12, sec. 462), by 
changing the colon in each such paragraph to a period, and by adding after such 
fifth paragraph the following: 

“Notwithstanding the other provision of this section— 

“(1) The Board of Governors, under such regulations as it may prescribe, 
may permit member banks to count all or part of their currency and coin as 
reserves required under this section ; and 

‘(2) A member bank in a Reserve city may hold and maintain the reserve 
balances specified in paragraph (a) above and a member bank in a central 
Reserve city may hold and maintain the reserve balances specified in paragraphs 
(a) or (b) above, if permission for the holding and maintaining of such lower 
reserve balances is granted by the Board of Governors of the Federal Reserve 
System, either in individual cases or under regulations of the Board, on such 
basis as the Board may deem reasonable and appropriate in view of the character 
of business transacted by the member bank.” 

Sec. 2. (a) The fifth paragraph of section 19 of the Federal Reserve Act, 
lettered (c) (U.S.C., title 12, sec. 462), is amended by striking out the word 
“thirteen” in such paragraph and substituting in lieu thereof the word “ten.” 

(b) The sixth paragraph of section 19 of the Federal Reserve Act (U.S.C., 


title 12, sec. 462b) is amended by striking out the words “on the date of enact- 
ment of the Banking Act of 1935.” 


ExHIBIT C 
EXPLANATION OF PROPOSED LEGISLATION FOR REVISION OF RESERVE REQUIREMENTS 


The Board of Governors of the Federal Reserve System is proposing to Con- 
gress three changes in existing law concerning reserve requirements of member 
banks. The proposed amendments would: 

1. Authorize the Board to permit member banks to include all or part of their 
vault cash holdings in their required reserves ; 

2. Authorize the Board to fix the reserve requirements for demand deposits of 
central Reserve city banks within a range of 10 to 20 percent, instead of the 
present authorized range of 13 to 26 percent. (For other classes of deposits at 
member banks, the ranges within which the Board is authorized to fix the.require- 
ments would remain as at present. ) 

3. Make more flexible the Board’s authority to permit individual member banks 
in central Reserve or Reserve cities to carry lower reserves than those specified 
for banks in such cities. 

Purposes of these proposals may be briefly summarized as follows: 

1. The counting of vault cash as reserves would correct a generally recognized 
inequity that now exists because many banks find it necessary for operating 
purposes to hold larger amounts of vault cash than do other banks. Since vault 
eash holdings and reserve balances at the Reserve banks are interchangeable 
and both serve the-same purpose in influencing the volume of bank credit, they 
should both be counted as reserves. Counting of vault cash as reserves would 
also have collateral advantages, such as reducing the costs of transporting and 
handling currency and facilitating the holding by member banks of larger stocks 
of currency that would be available over widely dispersed areas for use in a 
national emergency. 

Such a provision would make possible the release of over $2 billion of reserves 
for all member banks. Country banks hold nearly $1.4 billion of vault cash, 
amounting to about 4 percent of their net demand deposits or over a fourth of 
their present required reserves, while Reserve city banks as a group have vault 
~ash holdings amounting to less than 2 percent of net demand deposits or a 
tenth of their total required reserves. The vault cash holdings of many large 
city banks, however, including most central Reserve city banks, amount to 1 
percent or less of their net demand deposits and but a small fraction of required 
reserves. Thus this provision taken alone would not only add greatly to the total 
supply of reserves but also would have the effect of widening and distorting exist- 


MEMBER BANK RESERVE REQUIREMENTS 157 


ing differentials in reserve requirements as between classes of banks. It would, 
therefore, be necessary to put these changes into effect gradually and to accom- 
pany them by parity offsetting adjustments in the reserve requirement percent- 
ages. 

2. Under the present law, by reclassifying cities or by abolishing classifica- 
tions and also by changing requirements, the Board has legal authority to alter 
differentials in requirements as between the broad classifications of member 
banks. By using this authority any undue distnctions between classes of banks 
may be gradually reduced. If vault cash holdings are permitted to be counted 
as reserves, it would have the effect of lowering the required reserves of each 
class of banks, but particularly of country and Reserve city banks, where vault 
cash holdings are relatively large. The Board consequently is proposing no 
change in the percentage requirements as now stated in the law for these classes 
of banks—7 to 14 percent and 10 to 20 percent, respectively, against net demand 
deposits 

It is proposed, however, that permissible requirements for central Reserve city 
banks be lowered to the 10 or 20 percent range authorized for Reserve city 
banks. A maximum requirement of 20 percent against net demand deposits for 
any bank or class of banks is believed to be adequate for any purpose under 
present or prospective conditions. While this amendment would retain authority 
for keeping three classes of banks with differential requirements against demand 
deposits, it would tend to encourage narrowed differentials as between classes of 
banks. 

3. Under existing law individual member banks can be permitted to carry 
lower requirements if they are located in the outlying districts of central Reserve 
or Reserve cities. This provision permits the Board to alleviate inequities 
Which arise when banks located in such outlying districts are predominantly 
engaged in business that is similar to that of banks with a lower reserve classifi- 
cation. It does not, however, permit the Board to bring equivalent relief to such 
banks if they are located in the central districts of reserve and central Reserve 
cities. The amendment proposed would permit adoption of more rational criteria 
for exempting individual banks than can be used under existing law and thereby 
make possible elimination of some existing inequities. 

With the amendments proposed, along with other provisions of existing law, 
the Board would have adequate authority to make any changes in the structure 
and level of reserve requirements that are likely to be appropriate under present 
or prospective conditions, Legislative authority with respect to both the level 
and structure of reserve requirements for member banks should be sufficiently 
flexible to enable adjustments to be made in a manner, in amounts, and at times 
that are consistent with the aims of monetary policy, with the international 
position of the country, and with the maintenance of a sound and effectively 
functioning banking system. Existing law with the amendments proposed would 
permit moving gradually toward a more equitable and rational structure of re- 
serve requirements and toward making in the course of time any changes in the 
level of reserve requirements, consistent with appropriate monetary policy and 
sound banking practices, that may be needed to meet the monetary and credit 
needs of a growing economy. 


DIGEST OF ATTACHED PAPER ON RESERVE REQUIREMENTS 


Pending before the respective Banking and Currency Committees of the Con- 
gress is legislation proposed by the Federal Reserve Board, which would revise 
section 19 of the Federal Reserve Act (a) to allow a member bank to count part 
or all of its cash on hand (so-called vault cash) as part of the reserve it is 
required to keep on deposit with its Federal Reserve bank; and (b) to make 
several other changes of lesser significance in present section 19. 

Congressional reappraisal and reform of the structure and level of cash re- 
serve requirements is long past due. The submission of the Federal Reserve 
legislation is a helpful step to that end. 

A significant provision of these bills would give a member bank the right to 
count part or all of its cash on hand as part of the reserve it is required to keep 
on deposit with its Federal Reserve bank. This provision would make a long 
overdue and highly constructive change in the present law which would be of 
substantial importance to banks classified by the Board of Governors as country 
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member and Reserve city member banks. This provision would appear to be 
supported by member banks generally, including the handful of banks classified 
as central Reserve city banks, notwithstanding that it would be of mere nominal 
or negligible value to the central Reserve city banks. 

The glaring defect of these bills, however, is their failure to propose the 
elimination of the central Reserve city classification and of the higher reserve 
imposed on a handful of banks in the two central Reserve cities of Chicago and 
New York. 

Under present regulations of the Federal Reserve Board, the percentage of 
net demand deposits required as reserve is 18 percent for the 32 central Reserve 
city banks, 1644 percent for the 274 Reserve city banks, and 11 percent for the 
6,007 country menaber banks. 

There is no sound reason today why the Congress should allow the Board of 
Governors to carve out a handful of banks in Chicago and New York and impose 
on their demand deposits a higher reserve than is required of any other member 
banks. The attached memorandum. is believed to establish this view. 

It is submitted that this long-standing, anachronistic, and unreasonable dis- 
crimination against 14 banks in Chicago and 18 banks in New York benefits 
no one. And what is worse, it seriously penalizes the cities of Chicago and New 
York. By preventing the use of a substantial part of the resources of these banks 
in additional loans and investments, the higher differential reserve require- 
ment on these banks is an economic detriment to these cities, to the growth of 
their business, commerce, and industry, to the earnings and capital accumulation 
of the affected banks, and to the employment and income of the cities’ citizens. 
This discriminatory differential ought to be removed by the Congress. 

Moreover, the enormous and everwidening expansion and distribution of our 
national economic and financial resources has extinguished the original basis 
for the special classification of Chicago and New York as central Reserve cities. 
We have seen the development of many large and competitively important banks 
in other cities of the country, which rank as important money and financial 
centers and yet have a lower reserve classification. Over the past 20 years or 
more, there has been a substantial decline in the percentage of total interbank 
deposits held by banks in the central Reserve cities of Chicago and New York, 
and a substantial growth in the percentage of total interbank deposits held by 
banks in cities classified as Reserve cities. 

Of the 25 largest banks in the country ranked by volume of deposits as of De- 
cember 31, 1958, 14 were located in the cities of San Francisco, Los Angeles, De- 
troit, Pittsburgh, Boston, Cleveland, Philadelphia and Dallas. All of these cities 
are classified as Reserve cities, so that every bank therein is subject to a lower 
reserve requirement than the 32 banks in New York and Chicago classified as 
central Reserve city banks. 

The maintenance of any higher differential on these central Reserve city 
banks cannot be justified on grounds of monetary control or the liquidity of 
these banks. 

Whatever words one may use in attempting to explain the present discrimina- 
tion in reserve requirements between the 32 central Reserve city banks in Chi- 
eago and New York and the Reserve city banks in the 49 Reserve cities, whether 
on the basis of the supposed justification of percentage of deposits due to banks, 
size of banks, velocity of deposits, or one or more criteria subsumed under the 
vague and general term “character of business”, he logically and factually must 
find it difficult to justify or even rationalize the presently existing discrimina- 
tion. , 

It is therefore greatly to be urged that the respective Banking Committees of 
the Congress will amend this proposed legislation to eliminate the central Re- 
serve city classification and to require that the Board impose a uniform reserve 
requirement for all banks in a particular classification. 
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A BILL To amend the National Bank Act, as amended, and the Federal Reserve Act, as 
amended, by eliminating references therein to central reserve cities 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled: 

Section 1. That Section 5191 of the Revised Statutes of the United States 
(12 U.S.C. 141) is amended to read as follows: 

“The following cities are designated as Reserve cities: 


Atlanta Houston Omaha 
Baltimore Indianapolis Philadelphia 
Birmingham Jacksonville Pittsburgh 
Boston Kansas City, Kans. Portland, Oreg. 
Buffalo Kansas City, Mo. Pueblo 
Charlotte Little Rock Richmond 
Chicago Los Angeles St. Louis 
Cincinnati Louisville St. Paul 
Cleveland Memphis Salt Lake City 
Columbus, Ohio Miami San Antonio 
Dallas Milwaukee San Francisco 
Denver Minneapolis Seattle 
Detroit Nashville Toledo 

Des Moines National City, Ill. Topeka 

El Paso New Orleans Tulsa 

Fort Worth New York Washington 
Helena Oklahoma City Wichita 


“The Board of Governors of the Federal Reserve System may at any time re- 
classify cities so designated as Reserve cities, may add to the number so classi- 
fied, or terminate the designation of any cities as such.” 

Sec. 2. That section 5191 of the Revised Statutes of the United States (12 
U.S.C. 142) is hereby amended by striking therefrom the words “or central 
Reserve cities”. 

Seo. 3. That section 5192 of the Revised Statutes of the United States (12 
U.S.C. 144) is hereby amended by striking therefrom the words “central reserve 
or”. 

Seo. 4. That the thirteenth paragraph of section 2 of the Federal Reserve 
Act, as amended (12 U.S.C. 224) is hereby amended by striking therefrom the 
words “and central Reserve cities”. 

Seo. 5. That the sixth paragraph of section 11 of the Federal Reserve Act, 
as amended (12 U.S.O0. 248(e)) is hereby amended by striking in two places 
therein the words “and central Reserve cities”. 

Seo. 6. That section 19 of the Federal Reserve Act, as amended (12 U.S.C. 
462) is hereby amended by striking from the third paragraph thereof the words 
“or central Reserve city” and by striking all of the fifth paragraph of said 
section 19. 

Sec. 7. That the sixth paragraph of section 19 of the Federal Reserve Act, 
as amended (12 U.S.C. 462b) is hereby amended to read as follows: 

“Notwithstanding the other provisions of section 19 of the Federal Reserve 
Act, as amended, the Board of Governors of the Federal Reserve System, upon 
the affirmative vote of not less than four of its members, in order to prevent 
injurious credit expansion or contraction, may by regulation change the require- 
ments as to reserves to be maintained against demand or time deposits or both 
(1) by member banks in Reserve cities or (2) by member banks not in Reserve 
cities or (3) by all members banks; but the amount of the reserves required 
to be maintained by-any such member bank as a result of any such change 
shall not be less than the amount of reserves required by law to he maintained 
by such bank on August 23, 1935, nor more than twice such amount.” 
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RECOMMENDATIONS TO THE COMMITTEE ON BANKING AND CUR- 
RENCY BY THE NEW YORK CLEARING HOUSE ASSOCIATION (SEE 


P. Wa.) 
Parr 1—StUMMARY OF PROVISIONS OF S. 1120 


S. 1120 is a bill introduced by Senator Robertson, for himself and Senators 
Fulbright and Capehart, to amend section 19 of the Federal Reserve Act with 
respect to the reserves required to be maintained against deposits by member 
banks of the Federal Reserve System. In summary, it would do the following: 

(1) Authorize the Board of Governors of the Federal Reserve System, under 
such regulations as it may prescribe, to permit member banks to count all or 
part of their vault cash as reserves. 

(2) Give the Board of Governors increased latitude to reclassify, as a Reserve 
city or country bank, a bank loGated in a central Reserve city, and to reclassify 
as a country bank a bank located in a Reserve city, on such basis as the Board 
may deem reasonable and appropriate in view of the character of the business 
transacted. 

(3) Make the range of reserves required to be held by central Reserve city 
banks against net demand deposits the same as that now in effect for Reserve 
city banks, namely 10 to 20 percent; the present range for central Reserve 
city banks is 13 to 26 percent. 


PART 2—-POSITION OF THE NEW YORK CLEARING HOUSE ASSOCIATION 


The New York Clearing House Association endorses the first provision of 
S. 1120, namely, the permissive inclusion of vault cash as reserves. 

Because of the absence of specific statutory standards, the association has 
reservations with respect to the second provision of S. 1120, which would grant 
authority to the Board of Governors to reclassify banks in central Reserve 
cities and Reserve cities on an individual basis. 

As to the third provision, the association endorses the principle that central 
Reserve and Reserve city banks should be made subject to the identical statutory 
range of reserve requirements. However, the association believes this provision 
does not go far eneugh, since it would still permit the maintenance of a dif- 
ferential in reserve requirements between central Reserve and Reserve city 
banks. The association therefore urges that the classification of central Reserve 
city banks should be abolished altogether, so that central Reserve city banks 
would become subject to the same reserve requirements as are Reserve city 
banks. 

I. THE INCLUSION OF VAULT CASH 


Some banks, because of their size, location, or character of business, find it 
necessary to carry a larger amount of vault cash, relative to deposits, than 
do others. The provision of S. 1120 permitting miember banks to count vault 
cash as part of their reserves is designed to correct what has come to be regarded 
as an undue burden upon certain banks. Our comments on this are as follows: 

(a4) Amount involved.—The amount of vault cash held by member banks in 
the System in recent years has fluctuated around the $2 to $2% billion level. Its 
inclusion in reserves would increase reserve balances of the member banks by 
perhaps as much as one-eighth. Since an abrupt increase of this magnitude 
could pose serious problems for the Federal Reserve System in its credit policy 
operations, the association concurs in the provision of S. 1120 that the inclusion 
of vault cash in reserves be made subject to regulation by the Beard of Governors. 

(b) Distribution.—The potential benefits accruing from the enactment of the 
provision of S. 1120 dealing with vault cash are difficult to appraise, since its 
inclusion in reserves might be accompanied by some realinement of reserve 
requirements. Nevertheless; the present distribution of vault cash suggests that 
the greatest advantage would accrue to the country banks, that it would be of 
less but still considerable benefit .to the Reserve city banks, and that this pro- 
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vision would be of very limited benefit to the central Reserve city banks (New 
York and Chicago), as the following table shows: 


Cash in-vault, first half of February 1959 


Total Percentage of— 
Class of bank a, : fe ee 


Amount | Distribution | Net demand Required 
(millions) | (percent) | deposits reserves 


| 
All member banks = $2, 039 | 


100.0 | 2 3 ee 


Central Reserve city banks: 
New York eee eee 130 6.4 | 
I ities ee a gt 30 | 1.5 | 
a | 

Subtotal Et hadhies arapaiera 160 7.9 
= = — {— = 
Reserve city banks__- cats cis ee 645 | 


it 31.6 | 
Country banks... ; : — seiihietbal 1, 234 | 





Source: Federal Reserve data. 


It is evident that, if all vault cash were included in reserves and reserve re- 
quirements left unchanged, the country banks as a group would obtain additional 
reserves equal to almost 23 percent of their required reserves and would gain 
60 percent of the possible total dollar advantage. For the Reserve city banks, 
the counting of vault cash would expand reserves by 8 percent and these banks 
as a group would gain about 32 percent of the potential benefit. In contrast, 
the reserves of all central Reserve city banks combined would advance by about 
3 percent and these banks as a group would gain only 8 percent of the total 
possible reserves so released. 

(c) Association’s position—The New York central Reserve city banks thus 
are unlikely to be affected to any significant extent by this provision, but the 
New York Clearing House Association nevertheless endorses it because of the 
belief that the provision is fair and equitable, and that its enactment would be 
a constructive step for the banking system as a whole. 


II. SUBJECTING INDIVIDUAL BANKS TO LOWER RESERVE REQUIREMENTS 


The New York Clearing House Association has studied with particular care 
the provisions of S. 1120 granting the Board of Governors the authority to re- 
classify certain banks, and presents the following comments for consideration : 

(a) The problem.—The need for this provision arises out of the inequities 
that flow from the present system of basing reserve requirements upon the 
geographical location of member banks. That these inequities exist is recognized 
by the Board of Governors; however, instead of proposing another basis for 
reserve requirements, the Board apparently prefers to deal with the problem on 
an individual bank basis, in the manner set forth in S. 1120. 

(b) Provision—Under existing law, the Board of Governors has the authority 
to reclassify member banks in outlying areas of central Reserve or Reserve 
cities, so that they may carry lower reserves. The proposed legislation would 
repeal the provision which permits reclassification of banks in outlying areas 
on a geographical basis and would permit the Board to reclassify member banks 
in these cities, regardless of where they are located. 

(c) Lack of standards.—The criterion to be applied by the Board, under this 
provision, is the “character of business” of the bank. There are no established 
standards for evaluating the “character of business,” but presumably the Board 
will consider the volume of interbank deposits and the turnover of deposits, 
among others. This provision is likely to pose continuing administrative prob- 
lems for the Board. 

(d) Association's position—The Association has reservations about making 
so broad and ill-defined a standard the guide for decision. The absence of es- 
tablished criteria and the resulting wide latitude for administrative discretion 
cause the association to have further reservations because of the possibility that 
at some future time this provision could lead to discriminatory treatment 
among banks of the same general character. 
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Ill, NEW RANGE OF RESERVE REQUIREMENTS 










S. 1120 provides that for the central Reserve city banks, the reserve require- 
ments against net demand deposits are to have a ceiling of 20 percent and a 
floor of 10 percent instead of the 26 and 13 percent, respectively, established 
under present law. The proposed limits are identical with those now in effect 
for Reserve city banks. 

(a) Association’s position—The New York Clearing House Association en- 
dorses the principle implied in making the central Reserve city banks subject 
to the same range of reserve requirements as the Reserve city banks. However, 
the associafion"believes the present position of S. 1120 does not go far enough; 
it would still permit the Board of Governors to establish aud maintain higher 
reserve requirements for banks in New York and Chicago than for banks in 
Reserve cities. 

(b) Recommended revision.—The association believes that the central Reserve 
city classification should be abolished, that New York and Chicago should be 
classed as Reserve cities, that member banks in New York and Chicago (except 
those granted a lower classification by the Board) should be made subject to 
the same reserve requirements as Reserve city banks, and that S. 1120 should 
be revised to achieve this objective. 

(c) Results of adoption.—Adoption of this recommendation would establish 
two geographical classifications of banks with reserve requirements ranging as 
follows: 


























Reserve requirements 


[Percent] 


| Against net demand Against time deposits 
deposits 


Class of bank 





Maximum | Minimum | Maximum | Minimum 






Reserve city 
Country 


The reasons for the position taken by the New York Clearing House Association 
are set forth in the following portion.of this brief (pt. 3). 


Part 3—PROPOSED ABOLITION OF CENTRAL RESERVE CITY CLASSIFICATION 


I. SUMMARY 








The New York Clearing House Association contends that the present differen- 
tiation in reserve requirements between central Reserve city and Reserve city 
member banks is obsolete and should be abolished by eliminating the central 
Reserve city classification. This position is supported by a number of factors 
and considerations which are summarized below and which are discussed in 
some detail in the subsequent sections of this part 3. 

(a) Concentration of reserves.—The present classification of central Reserve 
and Reserve city banks is a vestige from the days before the existence of the 
Federal Reserve System, when banks were authorized to carry part of their 
reserves with other banks in the financial centers, and reserves consequently 
were scattered among a number of cities. This arrangement has long since 
been replaced with one which concentrates reserves in the Federal Reserve 
System. Hence, the classification that prevailed prior to the Federal Reserve 
System has become obsolete and should be replaced (sec. IT). 

(b) Changed concept of bank reserves.—With the development of the Fed- 
eral Reserve System, the whole concept of the function of bank reserves has 
changed. No longer are reserves considered as contributing importantly to bank 
liquidity and bank solvency. Rather, their function today is to serve as a tool 
of credit policy. The elimination of the central Reserve city classification would 
not affect the efficacy of reserve requirements as a tool of credit policy, nor 
would it affect the freedom and scope of action of the Federal Reserve in carry- 
ing out its policy (sec. IIT). 

(c) Faster growth of Reserve city banks.—The rapid expansion of the Na- 
tion’s economy outside New York and Chicago over the years has been accom- 
panied by rapid growth in the banking institutions of these areas. As a result, 
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not only has the relative importance of the central Reserve cities (New York 
and Chicago) as banking centers declined, but banks in the Reserve cities have 
attained a size which makes them similar in nature of operations and functions 
and consequently fully competitive, in most major respects, with the banks in 
the central Reserve cities. This further outmodes the distinction between cen- 
tral Reserve and Reserve city member banks (sec. IV). 

(d) Interbank demand deposits——Interbank demand deposits at present are 
largely working balances, required in the day-to-day conduct of banking opera- 
tions; they are not reserves used to support bank deposits, as was the case 
under the National Bank Act, nor are such interbank deposits significantly more 
volatile or unpredictable in their fluctuations than other important deposit 
categories. Consequently, the volume or importance of interbank deposits pro- 
vides no rational basis for requiring banks in New York and Chicago to main- 
tain higher reserves than banks in the Reserve cities (sec. V). 

(e) Deposit turnover.—The more rapid turnover of deposits in New York City 
banks than in other classes of banks reflects the continuing importance of New 
York City as a financial market place. Hence it is not an appropriate criterion 
for subjecting banks in New York City to higher reserve requirements than are 
required of the Reserve city banks (sec. VI). 

(f) Asset management and earning power.—Reserve city banks are not sig- 
nificantly less efficient in the management of their cash assets than are the cen- 
tral Reserve city banks. Moreover, they have been able to earn a higher rate 
of return on invested capital than the latter (sec. VII). 

(g) Effecting the transition—The transition involved in abolishing the cen- 
tral Reserve city bank classification and classifying the present central Reserve 
city banks in New York and Chicago as Reserve city banks would pose no 
problems for the Federal Reserve (sec. VIII). 

(h) Position of the Chairman of the Board of Governors.—The New York 
Clearing House Association is in complete agreement with Chairman William 
McC. Martin, Jr., of the Board of Governors of the Federal Reserve System 
when he stated on July 17, 1957, before the Committee on Banking and Currency 
of the House of Representatives, that in his Judgment there was no good reason 
why New York and Chicago should be set aside as central Reserve cities 
(sec. IX). 

II. CONCENTRATION OF RESERVES 


(a) National Bank Act.—The threefold classification of member banks into 
central Reserve city, Reserve city and country banks was first established under 
the National Bank Act. Commercial banks (except in central Reserve cities) 
were permitted to hold a portion of their reserves on deposit with correspondent 
banks, so that higher reserve requirements for banks in the financial centers 
appeared appropriate. 

(b) Federal Reserve Act.—This threefold classification was carried over into 
the Federal Reserve Act. Under the reserve requirements that became effective 
upon the establishment of the Federal Reserve System, and which were sched- 
uled to remain in effect for 36 months, Reserve city and country member banks 
were permitted to hold a portion of their reserves on deposit with national banks 
in central Reserve or Reserve cities. Under these conditions, the continuance 
of the threefold classification of cities was not inappropriate. 

(c) Concentration in Federal Reserve—Revised reserve requirements for 
member banks of the Federal Reserve System were made effective in 1917. 
The revision required that member banks thereafter hold all their reserves on 
deposit with the Federal Reserve banks. These requirements removed the 
original reason for the geographical classification of commercial banks and for 
higher reserve requirements for central Reserve city banks than for the Reserve 
city banks. Nonetheless, the threefold geographical classification of member 
banks has been maintained to the present time, more than 40 years after the 
historical justification for this differentiation was eliminated. 

(d) St. Louis reclassified ——The obsolete character of a geographical classifi- 
cation was recognized in the case of St. Louis, which for many years before the 
enactment of the Federal Reserve Act had been classified as a central Reserve 
city but which was reclassified as a Reserve city in 1922. It is of some signifi- 
cance to note that as of September 24, 1958 (the latest call date for which data 
are available), domestic interbank deposits in St. Louis comprised 28 percent 
of gross demand deposits, compared with 20.4 percent in Chicago and only 12.8 
percent in New York. 
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(e) Current problems and incquities—Any geographical classification of 
banks for reserve requirement purposes will involve troublesome problems 
Even in as small an area as a city, banks will differ in size, importance of 
correspondent bank business, character of deposits, lending and investing policy 
and in many other respects. 

One aspect of the problem is reflected in that provision of S. 1120 which 
would give the Board of Governors greater discretion to permit some banks to 
enjoy lower reserve requirements than apply to other banks in the same area. 


Presumably this will help alleviate the problem for a number of individual 
banks. 










However, this provision leaves untouched a basic inequity in that one group 
of commercial banks (in New York and Chicago) is compelled to carry higher 
reserves than the Reserve city banks which have been growing faster than, and 
have become increasingly competitive with, the banks in New York and Chicago. 
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CHANGED CONCEPT OF BANK 





RESERVES 





(a) Liquidity and solvency. 

















In the earlier days of our financial history and 
before the Federal Reserve System was established, reserve requirements were 
believed to play an important part in determining the liquidity and solvency 
of individual banks and of the commercial banking system. In recent years, 
thinking with reference to the purposes and objectives of reserve requirements 
has changed. 

It is now recognized that liquidity depends upon the type and maturity dis- 
tribution of secondary reserve assets, and that reserve requirements than can 
be breached only at a penalty and with exposure to criticism by the supervisory 
authorities are of little real help in achieving liquidity in practice. Further- 
more, one of the basic functions of the Federal Reserve System is to prevent 
cumulative pressures on liquidity in the banking system by making funds avail- 
able to banks that face unexpected withdrawals of deposits. 

Likewise, it is now recognized that the solvency of a bank depends basically 
upon the quality of its assets rather than upon the maintenance of required 
reserve balances. Experience in the banking crisis of the early thirties demon- 
Strated the inadequacy of required reserves as a means of assuring solvency. 
The soundness of bank assets and the solvency of the commercial banks depend 


essentially upon the judgment exercised by bank managements in their lending 
and investing operations. 














(b) Amounts involved.—Even if required reserves were regarded as having 
some limited and theoretical relationship to bank liquidity and solvency, the 
association’s proposal for abolishing the central reserve city classification would 
involve a reduction in required reserves of so modest an amount as to have no 
practical significance for these purposes. 

At present, reserve requirements against net demand deposits are 18 percent 
for the central Reserve city banks and 1614 percent for the Reserve city banks, 
a differential of 1% percent. In December 1958, net demand deposits of central 
Reserve city banks averaged $20.9 billion in New York and $5.5 billion in Chi- 
cago, a total of $26.4 billion. Thus, the reduction in required reserves proposed 
by the association, based on the above, would release less than $400 willion of 
reserves, an amount which could readily be absorbed through the salé of U.S. 
Government obligations by the Federal Reserve. 

To the extent that the central Reserve city banks invested the proceeds 
of such a reduction in reserve requirements in short-term Treasury obligations, 
neither the liquidity. nor the solvency of the banks would be affected. Even in 
the unlikely event that over a period of time the central Reserve city banks 
were able to convert these Treasury obligations into loans, the effects upon 
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liquidity and capital to risk asset ratios would be inconsequential, as shown in 
the following table: 






Liquidity and capital ratios—Central Reserve city banks 





{In percent] 








Liquidity ratio | Capital funds to risk assets? 








Sept. 24, 1958 (call date) 





rotal | New | Chicago | Total New | Chicago 
| York | York 
| | 
T i: 2 Ta | i | | 7 } y yi 
(1) Under present requirements ; | 29.3 | 28. 6 32.1 | 12.8 | 13.0 11.7 
(2) Assuming (a) reduction in reserve re- | } 
serve requirements of 14¢ percent; | | | 
and (6) ultimate addition of funds 
thus released to loan account - 28. 2 | 27.5 31.0 12.6 12.9 11.6 


1 Ratio of cash assets plus Treasury bills and certificates to total deposits. 
? Ratio of capital funds to total assets less cash assets, Treasury bills and certificates. 






Source: Computed from Federal Reserve data. 






(c) Credit policy implications.—The proposal of the New York Clearing House 
Association that the central Reserve city bank classification be abolished and 
that New York and Chicago be classified as Reserve cities would present no 
significant credit policy problems for the Federal Reserve. 

As currently viewed by practically all students of the subject, including the 
Federal Reserve, the function of bank reserves and of reserve requirements is 
to serve as a tool of credit policy. That is, reserve requirements are one of 
the instruments used by the Federal Reserve in its efforts to influence the 
tvailability of bank credit. The association’s proposal would not reduce the 
effectiveness of this tool of credit policy or of other tools (e.g., open market 
operations and discount rate changes). 

The present system of higher reserve requiremeuts for central Reserve city 
banks than for Reserve city banks was not designed for, and is not related to, 
the task of credit control or the implementation of credit policy. Differentials 
in reserve requirements between central Reserve and Reserve city banks thus 
do not contribute to the efficacy of credit policy, and the elimination of this 
differential would not impair the ability of the Federal Reserve to make effective 
its credit policy. 

Required reserves now aggregate some $18 billion, so that the $400 million 
reduction in required reserves that would follow the elimination of the central 
Reserve city Classifcation would represent a reduction of hardly more than 2 
percent of total required reserves. Moreover, as reviewed in greater detail in 
section VIII, the Pederal Reserve could, if appropriate, “soak up” reserves thus 
made available by open market sales out of its Government security portfolio, 
which now totals over $25 billion. 

If the transition is made to the new reserve requirements (those prescribed 
for Reserve city banks), the banks in New York and Chicago weuld continue to 
be subject to the impact of general credit policy in the same way and to about the 
same degree as they are under the present slightly higher reserve requirements. 

Nor would the application of the slightly lower reserve requirements of the 
Reserve city banks to the central Reserve city banks curtail the freedom and 
ability of the Federal Reserve to implement its credit policy over the longer 
term. The central bank has it in its power to regulate the total reserves made 
available to the banking system, but the allocation of those reserves among 
various Classes of bonks can be controlled only to a very limited extent b) 
credit policy. The allocation of available reserves would not be appreciably 
affected by the elimination of the central Reserve city classification. 

Finally, abolishing the central Reserve city bonk classification would not bar 
future chonges in the reserve requirements of Reserve city or country banks, 
should conditions warrant sucb action. 
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IV. 





FASTER GROWTH OF RESERVE CITY BANKS 


(a) General comment.—There is clear and unmistakable evidence that banks 
in the Reserve cities have been growing more rapidly than, and becoming 
increasingly similar in type of business transacted to, banks in the central 
Reserve cities of New York and Chicago. This situation reflects a basic feature 
in the development of the American economy, namely the more rapid industrial 
and commercial development and population growth in the areas of the Reserve 
cities than in New York and Chicago. These forces continue to operate in the 
economy ; they presage further and probably increasing pressures on the New 
York and Chicago banks. 

This alone raises serious doubts as to the appropriateness of the existing 
provision of the Federal Reserve Act which permits the establishment of higher 
reserve requirements for banks in New York and Chicago than for similar banks 
which are their direct competitors located in the Reserve cities. Adoption of 
the proposal for abolishing the central Reserve city classification, urged by the 
New York Clearing House Association, would admittedly not be decisive in 
redressing an adverse situation, but would remove an inquity that benefits no 
one and would be a recognition of present-day practices in commercial banking. 

(b) Deposit growth.—The following table shows the distribution of demand 
deposits (excluding interbank) of all member banks, by 5-year intervals, back 
to 1923. Interbank deposits have been excluded from this comparison in order 
to obtain a better measure of the behavior of that portion of deposits which 
may be presumed to be associated more closely with the economic activity of 
the area. The trend of interbank deposits and the pertinent factors involved 
are given separate consideration in section V. 


Percentage distribution of demand deposits other than interbank 


[In percent] 


Central Reserve city banks 


Midyear | All mem- 


Reserve Country 
ber banks 


city banks banks 


















iu 100.0 





25.1 | 20.1 | 4.9 37.9 37.0 
100.0 25.0 20.0 | 5.0 37.4 37.6 
100.0 27.9 22.7 | 5,2 35.9 36.2 
100.0 35.5 29.3 6.2 35.9 286 
100.0 40.2 | 32.8 | 7.4 33.8 26.0 
100.0 45.8 | 38.7 | 71 31.1 23.1 
100.0 34.6 28.8 5.8 33.1 32.3 
100.0 | 31.0 | 25. 4 5.6 | 34.0 35.0 

1 | | { 









Source: Board of Governors of the Federal Reserve System, ‘‘ Member Bank Call Reports.” 


It is evident from this tabulation that the share of demand deposits (exclusive 
of interbank deposits) held by the central Reserve city banks advanced during 
the twenties and increased sharply during the great depression. During World 
War II and in the early postwar years, however, the share of the central 
Reserve city banks dropped substantially as Reserve city banks increased in 
size and became more competitive in their services and functions. There is no 
evidence that this trend has been reversed. 

In contrast, in-the past decade there has been a rapid increase in the share of 
demand deposits (exclusive of interbank deposits) held by the Reserve city 
banks. Here, again, there is no evidence that the trend of recent years has been 
reversed. As recently as 19438, the central Reserve and the Reserve city banks 
each held, as a group, about 36 percent of demand deposits. By mid-1958, how- 
ever, the proportion held by the central Reserve city banks had dropped to 25 
percent while that of the Reserve city banks had increased to about 38 percent. 

(c) Greater competition.—The rapid expansion of commerce, industry, and 
population in the Reserve city areas, and the accompanying growth in bank 
deposits has led to a substantial expansion in the size of the Reserve city banks. 
As a direct result of their greater size, the Reserve city banks, especially within 
the past 20 years, have added new functions, new departments, and new activi- 
ties, many of which are directly competitive with the services provided by the 
central Reserve city banks. It is no exaggeration to state that at the present 
time there are large numbers of banks located in Reserve cities which are fully 
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competitive, in the services they make available to their customers, either 
directly or through correspondents, with the banks in the central Reserve cities. 

The transformation of the banking business during the past few decades has 
been dramatic. Competition in banking is now nationwide. Not only do some 
Reserve city banks maintain offices in the central Reserve cities but, more impor- 
tantly, all the major Reserve city banks and many others have traveling repre- 
sentatives who visit the central Reserve cities in their constant search for new 
business. In this competition for national banking business, the Reserve city 
banks have the advantage of lower reserve requirements. 


Vv. INTERBANK DEMAND DEPOSITS 


(a) A standard for classification.—Interbank demand deposits appear to play 
an important part in shaping the views of the Board of Governors on the ques- 
tion of whether a city should be classified as a Reserve city, since they are 
regarded as an indication of the character of business conducted by the banks in 
question. 

The Board of Governors has stated that the standard for the Reserve city 
classification is “one that is determined by the ratio of interbank demand de- 
posits held by member banks in each city to the aggregate amount of interbank 
demand deposits held by all member banks of the Federal Reserve System, or 
by such a ratio considered in connection with the ratio of interbank demand 
deposits held by member banks in each city to the aggregate amount of all 
demand deposits held by the member banks in such city: * * *” 

(b) Association’s position.—It is the contention of the New York Clearing 
House Association that holdings of interbank demand deposits do not justify the 
imposition of higher reserve requirements for central Reserve city banks than 
for Reserve city banks. Our reasons are summarized here and discussed in the 
following pages. 

1. Reserve city banks as a group have larger holdings of interbank demand 
deposits than the combined central Reserve city banks. 

2. Moreover, the amount of interbank demand deposits has in recent years 
been growing more rapidly in the Reserve city banks than in the central Reserve 
city banks. 

3. There are a great many Reserve cities in which holdings of domestic inter- 
bank demand deposits, relative to total demand deposits, are larger than in the 
central Reserve city banks as a group. 

4. Today, neither the character nor the functions of interbank demand depos- 
its are so distinctive as to justify special attention in establishing reserve re- 
quirements. Domestic interbank demand deposits of the central Reserve city 
banks are largely working balances required for the day-to-day operations of the 
banking system. Only a minor percentage of these interbank demand deposits 
represents reserve balances of nonmember banks. 

5. Domestic interbank demand deposits of central Reserve city banks are not 
substantially more volatile than other classes of demand deposits and bank 
managements find the behavior of these deposits no more difficult to predict 
than that of other classes of demand deposits. 

(c) Holdings of interbank demand deposits——Contrary to the widespread no- 
tion that interbank deposits are concentrated in New York and Chicago, actually 
the Reserve city banks in the aggregate hold larger amounts of interbank de- 


mand deposits than the central Reserve city banks, as shown in the following 
table: 


Interbank demand deposits, Sept. 22, 1958 


{In millions] 


Central Reserve city banks 
at ee ____| Reserve city 
} banks 


Holder 


} i 
Total | New York | Chicago 


| ‘@ a. ae 
Domestic banks $4, 137 $2, 874 $1, 263 | $6, 502 
I a BS | 1, 157 | 1, 118 39 293 


5, 294 | 3, 992 | 1, 302 | 6, 795 


| 
| 
| 
esl 


Source: Board of Governors of the Federal Reserve System, ‘‘Member Bank Call Report.” 





168 MEMBER BANK RESERVE REQUIREMENTS 


On September 24, 1958 (the latest call date for which data are available), 
the Reserve city banks held 51 percent of total interbank demand deposits 
while the central Reserve city banks accounted for 39 percent. The remaining 
10 percent was held by country banks. 

(d) Trend for Reserve city banks.—The predominant position now enjoyed by 
the Reserve city banks in interbank demand deposits is the result of a trend 
that has been in evidence over a good many years, during which the position of 
the central Reserve city banks, notably in New York, has been worsening, while 
the position of the Reserve city banks has been improving. This is shown by the 
following statistics covering the past decade: 


Percentage distribution of interbank demand de posits 


| Central Reserve city banks 
} All member} 
banks | 
| Total New York Chicago 


| ' 
| Reserve Country 
| city banks; banks 


Percent Percent Percent Percent | Percent 
Sept. 24, 1958 100 39. 29.7 y 50.5 
June 23, 1958 | 100 | 42 32.7 9 48.2 
June 30, 1953 | 100 42 33.0 9.8 | 48.5 
June 30, 1948 100 | 47 37.2 10 45.3 


Source: Computed from Federal Reserve data 


The Reserve city banks have been able to improve their position, relative to 
the central Reserve city banks, both in the case of domestic and foreign interbank 
demand deposits. Interestingly enough, the Reserve city banks have been mak- 
ing particularly rapid headway in attracting balances of foreign banks. The 
pertinent data are shown in table 1 of the appendix. 

(ec) Importance in Reserve citics—The predominant position of the Reserve 
city banks in the field of domestic interbank demand deposits is further under- 
scored by the fact that Reserve city banks in a number of cities have a larger 
percentage of their total demand deposits in the form of interbank demand 
deposits than do the central Reserve city banks in New York and Chicago. Table 
2 of the appendix presents, as of September 24, 1958 (the latest call date for 
which data are available), total demand deposits and domestic interbank demand 
deposits for each Reserve city as. well as for the two central Reserve cities. 
The cities are ranked according to the proportion of their total demand deposits 
represented by domestic interbank deposits. This tabulation shows that 21 out 
of the 49 Reserve cities have a percentage of domestic interbank demand deposits 
higher than the percentage in Chicago: 35 Reserve cities have a higher per- 
centage than New York; only 14 Reserve cities have a lower percentage than 
New York. 

(f) Functions of interbank deposits —Under the National Bank Act and in the 
initial stage of the Federal Reserve System, a substantial portion of the domestic 
interbank demand deposits held by the central Reserve city banks doubtless 
represented reserves of Commercial banks. This permitted some pyramiding of 
reserves and presumably it was this factor that led to the imposition of higher 
reserve requirements for central Reserve city banks. The situation changed 
completely in 1917, when member banks were required to maintain all of their 
reserve balances on deposit with the Federal Reserve banks. 

Today, consequently, interbank demand deposits of member banks held in New 
York and Chicago are no longer reserves but are operating balances. Interbank 
demand deposits owned by nonmember commercial banks and savings banks 
comprise the minor share of the total; furthermore, a large portion of these 
balances, too, is held for working purposes rather than as reserves. For illustra- 
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tion, domestic interbank demand deposits of the member banks of the New York 
Clearing House Association in 1958S averaged as shown below: 


Domestic interbank demand deposits, 14 member banks of the New York 
Clearing House Association, average balances 1958 


Holder Amount | Percentage 
| 


| 
(millions) distribution 


| Sot 
} 


All banks. $3, 025 | 100. 0 


Member banks 2, 191 72.4 
I ance tiene muaaael Lcaiscmanan 834 27.6 


Commercial banks 538 17.8 
Savings banks 296 9.8 
| | 


Source: New York Clearing House Association. 


These balances are maintained by out-of-town banks because New York City 
is the leading financial center of the United States where a large share of the 
dealings in securities of all kinds, as well as commercial paper, bankers’ ac- 
ceptances and foreign exchange, is concentrated. In addition, business and 
financial corporations are constantly transferring funds through the national 
money markets in New York and Chicago. Consequently, the larger out-of- 
town banks must have banking relationships and balances with correspondents 
in these financial centers in order to operate efficiently. 

Some of the functions performed by banks in the central Reserve cities, and 
some of the reasons why correspondent banks find it necessary to maintain 
deposit accounts with banks in the financial centers, are listed below. It will 
be noted that none of these functions or reasons is related to bank reserves. 

1. Clearings.—Check clearance facilities of banks in New York and Chicago 
are geared to the needs of their correspondents. Modern, high-speed equipment 
is used; departments operate around the clock, 7 days a week; pickups are 
made at airfields; and direct sending arrangements are used when time can 
he saved. These facilities are used extensively by correspondents to improve 
the quality of their service to their depositors. 

2. Collections—Highly trained staffs in the collection departments of the 
money market banks handle a large volume of collection items for their cor- 
respondents. The technical knowledge of these staffs as to documentary require- 
ments, and effective routing methods for maximum speed at minimum cost. are 
of great importance to correspondent banks in the servicing of their customers’ 
needs. 

3. Custodian services —RBanks customarily maintain custodian accounts, for 
themselves, their trust accounts and their customers, with their correspondents 
in New York and Chicago. This assures prompt delivery in connection with 
sales, is a convenience in connection with purchases, and eliminates delays 
in the collection of Coupons and matured issues. The maintenance of such 
accounts also minimizes shipping charges and risk of loss and reduces clerical 
detail for the out-of-town bank. 

4. Loan participations.—Outlying banks rely upon their New York or Chicago 
correspondents to participate in loans, either because the loan is larger than 
the bank is able or willing to carry, or because they desire to obtain the 
benefit of the lending and credit experience of the banks in the financial ceuters. 
The money market banks help meet peak seasonal loan demands that are 
beyond the capacity of the out-of-town banks. Conversely, New York and 
Chicago banks are often in a position to grant participations to their out-of- 
town correspondents when local loan demand is insufficient to keep funds 
fully employed. 

5. Bank wire.—This private telegraph system links 214 banks in 65 cities, and 
is used extensively in connection with money transfers, especially for those 
transfers which are not permitted through Federal Reserve's facilities. The 
wire is also used for credit inquiries, to transmit information on financial 
markets, and for other types of banking transactions where speed is essential. 
A traffic count for the month of January 1959 shows that 511,000 messages were 
sent or received over the bank wire in that period, and 187,000 or more than 
36 percent, originated or terminated in New York or Chicago. 
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6. Securities transactiaons.—Banks throughout the country make active use 
of the facilities of their correspondents in New York and Chicago in connection 
with purchases and sales of securities for their own and customers’ accounts, 
underwriting activities, and dealer activities involving Treasury, municipal, and 
corporate securities. 

7. Portfolio operations.—Banks in New York and Chicago are in close contact 
with their out-of-town correspondents, providing information on financial markets 
and advice and assistance in connection with the management of portfolios. 

8. Foreign transactions.—To service their customers properly, interior banks 
rely heavily-on-the foreign departments of their New York and Chicago cor- 
respondents with reference to such matters as the financing of imports and 
exports, advice on markets and economic conditions in individual countries, the 
handling of foreign collections arising from imports, and the purchase and 
sale of foreign exchange. In effect, the facilities of the giobal networks of 
correspondent bank relationships maintained throughout the world by the 
New York and Chicago banks are extended to their correspondent banks in 
this country. 

9. Information and advice—New York and Chicago banks provide informa- 
tion and advice to their correspondents on a wide variety of subjects: credit 
checkings for themselves or for their customers; economic and investment 
information ; development of new business; tax problems; and also on operating 
methods, especially on experience and progress in mechanization, the use of 
electronic equipment, and other new fields. 

Finally, while the fluctuations in interbank demand deposits are somewhat 
wider than those in other demand, deposits, the difference in the degree of volatil- 
ity is not large. Over the past 7 years, the month-end interbank deposits of all 
commercial banks have fluctuated between 12 and 14 percent of total demand 
deposits (excluding interbank and U.S. Government deposits )—rising in periods 





of easy money and declining in periods of tight money. This narrow range 
indicates that interbank deposits do not have so high a degree of volatility as to 
distinguish them conspicuously from other classes of deposits. Also, experience 
with efforts to appraise future movements of various classes of deposits suggests 
that forecasting the course of domestic interbank demand deposits is no:more 
difficult and is fraught with no greater uncertainty than forecasting other classes 
of deposits. 


VI. DEPOSIT TURNOVER 





(a) Turnover and economic activity—It has been suggested that the more 
rapid turnover of deposits in the central Reserve cities, notably in New York, may 
provide a basis for a separate classification of member banks and for higher 
reserve requirements against the demand deposits of these banks. Presumably 
this reflects the point of view that the effect of the money supply upon economic 
activity depends not only upon the size of the money supply but also upon the rate 
at which it is turned over, cr used; bank deposits which have a relatively high 
rate of turnover are assumed to have an above-average impact upon economic 
activity and should therefore be subjected to relatively high reserve requirements. 

(b) Association's position.—lIt is the position of the New York Clearing House 
Association that: (1) the high rate of turnover of deposits in the banks in New 
York refiects the position ef New York as the Nation’s leading financial. market ; 
(2) a large portion of the debits to demand Ceposit accounts mirrors activities 
in these financial markets; (3) the debits arising out of these financial trans- 
actions have only a limited and indirect impact upon such basic economic factors 
as production, consumption, capital investment, savings, employment, and prices; 
and (4) the modest reduction in reserve requirements proposed for the central 
Reserve city banks would have no significant effect upon the money supply and 
its rate of turnover, or upon employment, production, and prices, or upon the 
effectiveness of credit policy as a tool of economic stabilization. 

(c) New York as a financial market.—The preeminent position of New York 
as a financial market is generally recognized. However, it may be useful to point 
out, briefiy, the extent to which some of the major types of financial transactions 
are concentrated in New York. This activities give rise to a tremendous aggre- 
gate of bank debits which reflect financial transactions emanating from all sec- 
tions of the United States, and from foreign sources as well, and which help to 
explain the high rate of turnover of Ceposits in New York. Some categories of 
financial operations in which New York occupies a predominant role are the 
following: 
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1. Transactions in U.S. Government securities—Fifteen of the seventeen 
primary dealers in Government securities are located in New York, the other two 
being located in Chicago. Consequently, the great bulk of the Nation’s trans- 
actions in these securities is consummated in New York, involves the use of 
bank accounts in New York, and greatly inflates its bank debits. 

2. Underwriting activities—Most of the very large investment banking houses 
have their head offices in New York and most of the closings of large securities 
issues, both corporate and municipal, are held in this city. Each new security 
issue involves bank debits aggregating several times the amount of the issue, 
since each stage of the distribution process—underwriting, selling group opera- 
tion, and sale to ultimate investors—generally involves the use of bank accounts. 

3. Trading in securities —New York is predominant not only in the underwrit- 
ing of new securities issues but also in trading in outstanding securities. 

Thus, the New York and American Stock Exchanges over the past 20 years have 
accounted for some 93 percent of the dollar value of stocks traded on registered 
exchanges in the United States. In 1958, the dollar value of shares traded on 
these two exchanges was $35.5 billion, to which must be added transactions in 
the over-the-counter markets, which have been estimated at nearly 40 percent 
of the volume of the registered exchanges. 

In addition, although there are no comprehensive statistics for the volume of 
trading in corporate and municipal bonds, it is generally believed that by far the 
major portion of such transactions is made in the New York market. 

4. Open market paper.—New York is also the center of operations in many 
other types of credit instruments. 

The “Big Five” finance companies issue their commercial paper directly to in- 
vestors, practically all through the New York market. In 1958 these operations 
may have involved sales and repayments totaling as much as $60 billion. 

Four of the six national dealers in commercial paper are located in New York, 
and their sales and payments in 1958S may have aggregated as much as $15 to $20 
billion. 

All five of the dealers in bankers’ acceptances are located in New York and 
their volume in 1958 may have been as much as $30 to $35 billion. 

5. Corporate trust, agency, and registrar operations.—These operations, too, 
generate a huge volume of bank account activity. 

Stock exchange regulations require that dividends on stocks listed on the New 
York exchanges be payable, at the holder’s option, in New York. Consequently, 
it is probable that a substantial portion of the $12% billion of dividends paid 
in 1958 was disbursed through New York banks. 

While no definitive statistics are available regarding payments of interest on 
and retirements of corporate bonds, it is generally agreed that the bulk of these 
payments is made in New York, reflecting the importance of New York banks 
as trustees under bond indentures. Moreover, where trustees are located out- 
side New York City, it is the general practice to have a New York copaying 
agent. 

On State and local government obligations, trustees are usually not used. 
However, on sizable issues, the general practice is to have a New York paying 
agent designated to act in conjunction with an out-of-town bank. 

6. Business corporations as lenders.—These transactions involve borrowers 
and lenders located in all parts of the country, including many industrial, com- 
mercial and financial corporations which in recent vears have vecome major 
factors in the money and credit markets. Many of these corporations have 
financial headquarters in New York, and even those that are not physically 
located in the city have bank accounts in New York and operate extensively in 
the New York money market. Securities are kept in custodian accounts in New 
York in order to facilitate operations, and transactions are cleared through New 
York City bank accounts. 

(d) Impact upon debits and turnover.—There are no published statistics that 
would permit an adjustment of the data on bank debits and tu:nover to reflect 
the impact of these purely financial transactions. However, the New York 
Clearing House Association has obtained from its 14 member banks data for 
the most recent month, February 1959, which enable the effect of at least some 
of these financial transactions upon bank debits and deposit turnover to be iso- 
lated and measured. In this survey, separate data were obtained for (1) cebits 
to accounts of U.S. Government dealers and (2) debits to accounts of investment 
bankers and brokers, together with the average balance in these classes of ac- 
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eounts for the month. The results of this survey, and the resulting monthly and 
annual rates of deposit turnover, are as follows: 


Bank debits and rate of turnorer of deposits, 14 member banks of the New York 
Clearing House Aasoeiation, February 1959 





| Average Rate of turnover 






















| 
Type of account Depts. | RRS. fn enticeee 
(millions) | (millions) 
A 3 | Monthly Yearly 
a ae itn ees A et Be eg aa a 
| i 
Dealers in U.S. Government obligations____--- $18, 773 | $34 556.9 6, 682.8 
Investment dealers and brokers Presa eee 9, 272 372 | 24.9 298. 8 
Sere ra ee 2B, 045 406 | 69.1 829.2 
I U4 | aa 33 


1 Exclusive of interbank and U.S. Government deposit accounts. 





(These figures were corrected by letter dated April 1, 1959, see p. 89.) 

It is important to note that the “all other” category still contains an indeter- 
minate but unquestionably large amount of debits representing purely financial 
transactions, such as the investment of long- and short-term funds by business 
corporations, financial institutions other than banks, and individuals, as well as 
dividend and interest payments and debt redemptions by national corporations 
in the New York market. Despite this important understatement of the impact 
of purely financial transactions, the results in the preceding table are striking 
indeed. 

1. U.S. Government dealers alone accounted for almost $19 billion of debits 
in February 1959. Some appreciation of the magnitude of this figure may be 
gleaned from the fact that debits to accounts of U.S. Government dealers ac- 
counted for more than 25 percent of the total debits in New York. Moreover, 
the $19 billion total is larger than the debits reported in each of 9 out of the 12 
Federal Reserve districts, being exceeded only by the totals for the New York, Chi- 
cago, and San Francisco districts. Furthermore, debits to accounts of U.S. Gov- 
ernment dealers in New York alone were larger than the debits shown in any 
of the 344 reporting centers in the United States except New York. 

2. If debits to accounts of investment dealers and brokers are added to those 
of the U.S. Government dealers, the resulting total debits of $28 billion are larger 
than those reported for any Federal Reserve district other than New York. 

3. Excluding the stratospherically high rates of turnover on these two cate- 
gories of financial accounts—6,683 times a year for accounts of U.S. Govern- 
ment dealers and 299 times a year for accounts of investment dealers and 
brokers—the turnover of the “all other” accounts in February 1959 was at the 
annual rate of 32.4 times. This rate was not appreciably higher than the 30 
times per year average rate for 1958 in other leading centers (Boston, Phila- 
delphia, Chicago, Detroit, San Francisco, and Los Angeles) for all demand de- 
posits except interbank and U.S. Government accounts. Moreover, .as noted, 
turnover in the “all other” accounts in New York still includes a substantial 
volume of purely financial transactions typical of New York. 

4. Thus it seems quite evident that the segment of the deposit turnover in New 
York City banks that reflects the production and distribution of goods and the 
activities of the service industries, as distinct from the debits resulting from 
purely financial transactions, does not differ significantly, if at all, from turnover 
in the major Reserve cities. The rate of turnover of deposits in Chicago is in- 
flated because of the large trading in grain and livestock conducted there ; despite 
this factor in the last 3 months of 1958, its annual rate of turnover was only 384 
times (again exclusive of interbank and U.S. Government deposits). Conse 
quently, there is no reason and no purpose to justify discriminating against New 
York—and Chicago—on the grounds of higher deposit velocity. 



























VII. ASSET MANAGEMENT AND EARNING POWER 





(a) Employment of funds.—Higher reserve requirements for central Reserve 
city banks are sometimes defended on the ground that these banks can make 
better use of their funds and have, on the average, smaller holdings of excess 
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reserves, i.e., nonremunerative idle funds. The following table compares the 
amounts of excess reserves held by various classes of banks in 1958, and the 
proportion of such holdings to their required reserves. 

The Reserve city banks manage their cash assets almost as effectively as the 
central Reserve city bank. The latter held excess reserves averaging only seven- 
tenths of 1 percent of their required reserves in 1958, while the Reserve city 
banks’ percentage, at 1.1 percent, was only slightly higher. In contrast, the 
country banks held excess reserves averaging 9 percent of their required reserves, 
as the following table shows. In addition, table 3 in the appendix shows monthly 
figures for excess reserves as a percentage of required reserves for each class 
of bank in 1957 and 1958. 


Average required and excess reserves, 1958 


Required Excess 
Class of bank reserves reserves 
(millions) (millions) 


a I I: oan bbs ih os Kas ceccacdaapoceubsupendewcus $18, 057 


Central Reserve city banks: 
New York 4, 058 
Chicago 


Subtotal 





Reserve city banks 
Country banks 


Sources Federa} Reserve data. 


Through their contacts with Federal Reserve banks, Federal Reserve bank 
branches, and correspondent banks, the Reserve city banks are able to employ 
their funds with about as high a degree of efficiency as the largest of the banks 
in New York and Chicago. The alleged lesser ability to put funds to work, 
therefore, is not a valid reason for permitting the Reserve city banks to operate 
with reserve requirements lower than those of the New York and Chicago banks. 

(b) Earning power.—That the Reserve city banks are not at a disadvantage 
relative to the central Reserve city banks is indicated also by the fact that the 
former consistently earn at a higher rate on their capital funds than do the 
central Reserve city banks, as shown in the following table: 


Ratio of net profits to total capital accounts 


| 
Central Reserve | | Central Reserve 
city banks city banks Reserve 
Lede cite deaeeaciniiens 5 city 
| | banks 
New |Chicago New |Chicago 
York | York 


— | ———-$ ——_ | | ———— | | 


Percent| Percent| Percent Percent| Percent| Percent 
1957 - z= 7.9 ; : 5.9 a 8.1 
RISES Ue ; 8.2 } 6.2 
1955. . ‘ 5. 8.1 b : 4.8 
1954 ; 4 } 6.1 
1953 7 
1952 


1947-57 average -- ah eh | 5 





2 cal 
9 5 || 1947 3.0 
6 3 | 


Source: Federal Reserve data. 


The foregoing tabulation demonstrates that in no year from 1947 through 
1957 (the latest year for which data are available) did the New York banks 
earn within 1 percent of the rate earned by the Reserve city banks. For the 
period 1947-57, the New York banks earned 6.5 percent, compared with the 85 
percent earned by the Reserve city banks. The record of the Chicago banks is 
somewhat more favorable, but their rate of profits has also been generally lower 
than that of the Reserve city banks. 


38423—59——12 
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This unfavorable comparison of earnings for the central Reserve city banks 
reflects a variety of factors, but the higher reserve requirement is clearly a 
contributing cause. Since the central Reserve city banks, as noted, hold rela- 
tively little vault cash, the proposed legislation authorizing the Board of Gov- 
ernors to permit member banks to include vault cash as part of reserves will not 
be of appreciable benefit to the central Reserve city banks. It will, however, be 
of substantial benefit to the Reserve city banks. 


VIII. EFFECTING THE TRANSITION 


Adoption of the proposal to eliminate the central Reserve city classification 
would involve, for New York and Chicago banks, a transition to the lower reserve 
requirements applicable to Reserve city banks. This transition would not, 
however, pose any significant problems to the Federal Reserve. The amount of 
reserves that would be released by such a step is not substantial, and the Federal 
Reserve could easily prevent the released reserves from having any significant 
effect upon the money market. In addition, the move would be consistent with 
previous actions by the Federal Reserve, which bas been narrowing the gap 
between central Reserve and Reserve city requirements in recent years. 

(a) Impact of released reserves.—It has already been noted (sec. III) that 
about $400 million of reserves would be released by abolishing the central Reserve 
city classification and subjecting the banks now so classified to the same reserve 
requirements as the Reserve city banks. That the release of this amount of 
reserves would not and need not have major impact upon the money market is 
indicated by a variety of considerations. 

The reserves so released would comprise about 2 percent of the $18 billion of 
total member bank reserves and only ebout 1% percent of the total of the almost 
$27 billion of Federal Reserve credit now outstanding. Weekly changes of as 
much as $300—-400 million in reserve factors such as “float” and money in circu- 
ation are not uncommon. Thus, the Federal Reserve sometimes has to deal 
with weekly changes in reserve factors that are as large as the reserves that 
would be released by a reduction in reserve requirements for the New York 
and Chicago banks. 

In fact, coping with the released reserves would be comparatively simple, since 
the amount and timing of the funds released could be estimated very accurately. 
In contrast, weekly changes in “float” can be large and unpredictable. An 
obvious way for the Federal Reserve to minimize the Money Market impact of 
releasing reserves would be to make offsetting sales out of the System’s open 
market account, which currently amounts to about $25% billion. 

The transition could be smoothed even further by abolishing the central 
Reserve city classification not immediately but at some specified future date. 
This would give the Federal Reserve an opportunity to reduce reserve require- 
ments for the New York and Chicago banks to the level of the Reserve city banks 
through a series of small reductions, thereby sprending the release of reserves 
over a period of weeks or months. 

(b) Consistency with previous action.—The Federal Reserve has in recent years 
r-peatediy narrowed the differential between the reserve requirements of central 
Reserve city and Reserve city banks. As a technical matter, therefore, the pro- 
posed elimination of the gap would in no way be a new, different, or unprecedented 
step. The narrowing of the differential in recent years is shown in the following 
tabulation: 

Differentials in reserve requirements 





{In percent of net demand deposits] 


Reserve city 
Selected dates 


1949: July 

1953: July..... Me 
954: June 21..... 
— Avril 17 to 24 
1959: March 





Source: Federal Reserve Bulletin. 
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In addition, if allowance is made for holdings of vault cash, on the principle 
that vault cash is similar in important respects to balances with Federal Reserve 
banks, the effective differential at this time is no more than approximately one- 
half of 1 percent. If both classes of banks are permitted to include holdings of 
vault cash as part of reserves, but the present scale of reserve requirements is 


maintained, the effective differential against the central Reserve banks would 
be widened to 1% points. 


Differentials in reserve requirements 


{In percent of net demand deposits] 








| 
Present effective requirements | Effective requirements if vault 
de cash included 


7 r 1 _— i 
Central | Reserve Differen- Central Reserve Differen- 
city banks tial 


city banks city banks | 


7 
| 
Required reserves.........-..- ; 
Vault oat. 2-2 6 | 


Reserve city banks tial 2 Reserve 
| 


.6 


Nog _ 18.6 | 3.1 | wf 18.0 


| 

| 

| 

4] 

| 

| | 





Average for the first half of February 1959. 


Source: Computed from Federal Reserve data. 


Thus, the association's proposal to abolish the central Reserve city classifica- 
tion is consistent with steps taken by the Federal Reserve in recent years, and 
would prevent a widening of the present effective differential. Such action 
would not, of course, be adverse to the Reserve city banks, since it would leave 
their reserve requirements unchanged. 


IX. POSITION OF THE CHAIRMAN OF THE BOARD OF GOVERNORS 


On July 17, 1957, the present Chairman of the Board of Governors of the 
Federal Reserve System, William McC. Martin, Jr., in response to a specific 
question by Representative Multer took the position that there was no good reason 
why New York and Chicago should be set aside as central Reserve city banks 
The text of the pertinent testimony * is as follows: 

“Mr. MarTIN. * * * Today there are only two central Reserve cities, New 
York and Chicago. 

“Mr. Mutter. Is there any good reason why these two cities should be set 
aside as central Reserve cities? 

“Mr. MARTIN. Is there any good reason today ? 

“Mr. MuLter. Yes, sir. 

“Mr. MARTIN. In my judgment, no.” 

The position of the New York Clearing House Association coincides with the 
judgment of Chairman Martin. 

Respectfully submitted. 


New York Clearing House Association: The Bank of New York; the 
Chase Manhattan Bank; the First National City Bank of New 
York; Chemical Corn Exchange Bank; Guaranty Trust Co. of 
New York; Manufacturers Trust Co.; the Hanover Bank; Irving 
Trust Co.; Bankers Trust Co.; the Marine Midland Trust Co. of 
New York; the New York Trust Co.; J. P. Morgan & Co. Ine.; 


U.S. Trust Co. of New York; Grace National Bank of New York. 
Marci 24, 1959. 


1 Financial Institutions Act of 1957, hearings before the Committee on Banking and 


Currency, House of Representatives, 85th Cong., Ist sess., on S. 1451 and H.R. 7026, 
p. 109. 
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PART 4.—STATISTICAL APPENDIX 


APPENDIX TABLE 1.—Percentage distribution of interbank demand deposits 


Central Reserve city banks | 
PG a es! ar Reserve | Country 
banks | city banks banks 
Total | New York Chicago 
| 
Total Percent | Percent Percent | Percent Percent 
1958—Sept. 24_: 100.0 | 39. 3 | 29.7 | 9. DO 
1958—June 23 100.0 | 42.1 | 32 9. 4 | 48. 
1953—June 30 100.0 | 42.8 33 9. ¢ 48. 
1948—June 30 | 100 47.2 | 37.2 | y 45 
Domestic | 
1958—Sept. 24 | 100 | 34.8 24. . MA. 
1958—June 23_. | 100 36. § 26. 4 | 52. 
1953—June 30 | 100 37. § 27. 4 52. 
1948—June 30 100. 4l. : 
Foreign: | 
1958—Sept. 24 is | 100 79. 
1958—June 28 _. ‘ . 100 | 81. ¢ 
1953—June 30 The 100.0 | 84. 
1948—June 30 100 | 89. 


nna & ee ee 


one th oun 


Source: Computed from Federal Reserve data. 


APPENDIX TABLE 2.—Ranking of central Reserve and Rescrve cities by percent- 
ages of demand deposits dué to domestic banks, Sept. 24, 1958 


| Démand deposits (millions) | 
City Ce ere a ail 
| Due to banks 
Total | in United 
States 


National Stock Yards. $106 
2. Kansas City, Kans---- 26 
3. Kansas City 383 
. Dallas 494 | 
5. Jacksonville__- z 128 
}. Minneapolis ! 258 
. Oklahoma City -- | 111 | 
. St. Louis i ; : 333 | 
9. Omaha 125 
. Memphis : 125 
. Helena-- f 12 
2. Fort Worth J x 113 
3. St. Paul. 98 | 
Nashville 5 102 
Charlotte 169 
Des Moines. 72 
. Little Rock __- | 46 | 
. Richmond . | 1r0 | 
Atlanta. _- ‘ 234 | 
Houston 285 
. Louisville. 112 
. Central Reserve Chicago-- ’ , 263 
3. Milwaukee 159 | 
. San Antonio 71 
. New Orleans_- 148 
3. Miami-_- 61 
Denver 113 | 
ee . 5 
9. Wichita 
. Philadelphia_. 
El] Paso 
. Indianapolis 
Pueblo. 
Boston.. 
. Birmingham. 
». Topeka 
Central Reserve New York 
. Cincinnati- - 
. Baltimore : 
Sait Lake City 


nN > 
> Ps PPS rs 
DOOR eI DOBRBDOD 


 § 


~ 
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APPE™ DIX TABLE 2.—Ruanking of ecntral Reserve and. Reserve cities by percent- 
ages of demand deposits due to domestic banks, Sept. 24, 1958—Continued 


| Demand deposits (millions) 


City od con, hin ark ede 


| | Percentage 
| Due to banks | 
in United | 


States 


TT ar ae ee ee “* 
41. Cleveland . 743 | 157 | 
42. Pittsburgh 2,111 | 184 | 
43. Detroit. _- as 2, 331 | 195 

44. Columbus. -. i 599 | 48 | 
45. Toledo. -__- 340 | 22 | 
46. Washington. -.- 952 58 | 
47. Seattle... __- panaie , 210 67 | 
48. Buffalo tacenaaen 722 34 

49. San Francisco. ------.---- , 565 269 

60. Los Angeles 3, OF3 120 
a, EE gous coco pales Mee RaieS a 925 28 


Oe soo +10 


Reserve city banks as a group —_- 3, 530 6, 505 


Central Reserve city banks as a group 28, 583 4, 137 


Source: Board of Governors of the Federal Reserve System, ‘“‘“Member Bank Call Report 
No. 149," Sept. 24, 1958. 


APPENDIX TABLE 3.—Eacess reserves as percent of required reserves 


[A verages of daily figures] 
| | 
| | Central Reserve 
All city banks Reserve | Country 
| member |___ city banks 
} banks | banks 
New York Chicago 


Percent | Fercent | Percent Percent Percent 

7 0.8 | 0.4 | 1 8 
8 
9 
10 
9 


1958—January - | 
February 3 
March 3 
April 3 
May 3 
June ‘ | 3 
July 3 
August 3 
September. ___- 3 
October | 2 
November 2 


December | 2 


00 OO ON OF 2 6 OO ON OH 
“O10 N Se KODoOWH 
| comner Kor eNOS 


Average 


w 
w 
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January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


oo 


9000003 |] 
ws 
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Average 
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Source: Con.prted from Federal Reserve data. 
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(The following note and memorandum were received for the record 
from the Board of Governors of the Federal Reserve System, see 
p. 93.) 


A review of the compilation of State laws indicates that there are no State 
laws that make it mandatory for State banks to hold their prescribed reserves 
in banks designated as reserve city banks by the Federal Reserve. However, 
in some of the States the banking authorities are empowered to designate de- 
pository banks. Since we do not have access to the various regulations of these 
authorities, we do not know whether there are any regulations that make it 
mandatory for State banks to hold their reserves in reserve cities. 

In two States, Colorado and Massachusetts (trust companies), the law per- 
mits banks, as one of several alternatives, to maintain all or part of their 
prescribed reserves in reserve city banks as designated by the Federal Reserve 
System, 








COMPILATION OF FEDERAL AND STATE LAWS RELATING TO RB- 
SERVES AGAINST DEPOSITS IN BANKING INSTITUTIONS, JANUARY 
1, 1959 


Prepared in the Legal Division of the Board of Governors of the Federal 
Reserve System 


FOREWORD 


This is a compilation of Federal and State statutes, as of January 1, 1959, 
relating to reserve requirements of State banking institutions : commercial banks, 
trust companies, savings banks and departments, and Morris Plan banks and 
similar institutions. It does not purport to cover requirements that certain 
portions of income or capital be set aside to meet losses or contingencies, such 
as requirements for the establishment of guaranty funds by mutual savings 
banks. 

By virtue of statute in 41 States and the District of Columbia, State institu- 
tions which are members of the Federal Reserve System may or must comply 
with Federal Reserve requirements in lieu of State requirements. For various 
reasons, other than by virtue of statute, member banks in the remaining eight 
States are in effect exempted from State requirements. 

For ready reference purposes the compilation is preceded by a tabular sum- 
mary of the requirements of State laws with respect to reserves of commercial 
banks and trust companies. 

Table I, sets out the State Reserve requirements for commercial banks and 
trust companies, and is divided into two sections: 

Section A shows the requirements presently applicable to (1) all com- 
mercial banks and trust companies in 33 States and the District of Col- 
umbia, including so-called “country banks”, and (2) the requirements for 
“eountry banks” in 16 States. 

Section B shows for each of the 16 States the Reserve requirements for 
banks other than country banks; i.e., those designated or approved as Re- 
serve depositories, located in central Reserve or Reserve cities, or in cities 
of specified populaticn ranges. 

Table II, sets.out the basic statutory Reserve requirements, actual require- 
ments, and minimum and maximum requirements prescribed for commercial 
banks and trust companies in States in which banking authorities are empowered 
to change Reserve requirements. 

The State of Alaska is included in the tables and compilation although cer- 
tain of the Federal statutes have not yet been amended to reflect its statehood 
status. The Territory of Hawaii is not included in the tables. However, the 
Hawaiian statute covering Reserve requirements is included in the compilation 
of laws because of the possible admission of Hawaii to statehood status in the 
near future. 

Prepared in the Legal Division of the Board of Governors of the Federal Re- 
serve System with the assistance of the Bank Operations Division and the coun- 
sel of the Federal Reserve Banks, this supersedes the compilation of State laws 
on this subject dated January 1, 1956. 
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TABLE I.—State reserve requirements for commercial banks and trust companies, 
Jan. 1, 1959 * 


SECTION A 


(Requirements applicable to all commercial banks and trust companies except in States marked with the 
symbol *, in which the requirements apply to ‘“‘country banks’ only. In the latter States these provi- 
sions do not apply to banks designated or approved as Reserve depositories, not located in reserve cities, 
or located in cities of specific population ranges. For provisions applicable to such ‘‘noncountry banks,’ 
see sec. B, table I] 





Required reserves (per- | Composition or reserve | Composition of reserve 
cent of deposits speci- required on demand |_ required on time de- 
fied) deposits (percent of | posits (percent of time 

demand deposits) | deposits) 2 


Different re- | 
quirements on— 


| 
| 


Securities, balances | 


State 


deposits? | 
ither balances 


mand and time 


with depository 
banks or vault 


cash 


Securities, balances 
with depository 


banks, or vault 
with depository 


banks or vault 


cash 
with depository 


banks, or vault 


Uniform require- 
ments on de- 
deposits 
cash 3 


Demand 

Time 

Vault cash 
Either balances 


Vault cash 


8 on nchnsh tao kines 

Alaska 

Arizona-.- 

Arkansas*_--. 

California* 

Colorado 

CINE, cc cemcncennctan 
Delaware _------ 

District of Columbia-----_-- 
Florida... i 2 sn 

a ie ie tlie ales 
Se oe oe 
I gina ens di asain ancien 
Indiana_._-- 

I tie csi a ante gaan 
Kansas §*_ 

Kentucky* 

Louisiana___ 

Maine__ 

Maryland__.- =a 
Massachusetts*..........-.- 

ER on nena ae 
BrInnenete cc ccncon neonate 
Mississippi* —— 
, A ee 
Montana* 

Nebraska* 

eee ee 
New Hampshire 
New Jersey 
New Mexico 
New York* 
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| 


Aut OS OS 
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nit bom Cr ortho © Or or te bo 


we 
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Oklahoma’. -_- 
Oregon 
Pennsvlvania__........--- Jioemcces. 
Rhode Island 
South Carolina 
South Dakota 
Tennessee aie 
ee et ee oe ee 
Utah* 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin* - - 
IN ses ckcanweace -| 
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Peet pe ek pee et feed ed heh beh rd heh fh ed 
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See footnotes at end of table. 
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TABLE I.—State reserve requirements for commercial bunks and trust companies, 
Jan, 1, 1959—Continned 


SECTION B 


{Requirements applicable to banks designated or approved as reserve depositories, located in reserve cities 
or located in cities of specific population ranges] 


Required reserves (per- | Composition or reserve | Composition of reserve 
cent of deposits speci- required on demand required on time de- 
fied) deposits (percent of posits (percent of time 

demand deposits deposits) 2 


| 
| 


Different re- 
quirements on 


mand and time 


deposits 
with depository 


banks or vault 
cash 


Securities, balances 


with depository 


banks, or vault 


: cash * 
with depository 


banks or vault 


eash 
Securities, balances | 


with depository 
banks, or vault 


deposits? | 
cash ! 


Either balances 


Vault cash 
Vault cash 


Demand 
deposits 
Time 


Arkansas sin 
California: Banks in places | 
with populations of 
100,000 or more 
Under 100,000 
Iowa 
Kansas 
kentucky 
Massachusetts: | 
Depositories within 3 
miles of statehouse in 
Boston 
Elsewhere in Boston 
Other trust companies | 
within 3 miles of 
statehouse in. Boston 
Minnesota 
Mississippi 
Missouri: Banks and trust 
companies in places with 
populations of 
200,000 or more 
25,000 to 200,000 
Montana 
Nebraska 
Nevada 
New York 
Manhattan Borough, 
downtown area 18 
Manhattan Borough, 
uptown area, and | 
Buffalo. ; 16. 
Elsewhere. ma 
Oklahoma : 18 F 
Utah ._. i 20 ‘ ‘ : 25 3. 75 
Wisconsin bol 3. 3 13. 33 


! In most cases the percentaze requirements shown are prescribed in the State law itself. Where the lew 
empowers banking authorities to change reserve requirements, the percentages shown are those which were 
actually in effect; the minimum and maximum reserve percentages which may be prescribed in those Statcs 
are shown in another table. 

2 The reserve requirements shown in the ‘Time deposits’’ columns for Arizona, California, Connecticut, 
Massachusetts, New Hampshire, Nebraska, Rhode Islan 1, Utah, Washington, and Wyoming apply only 
to savings deposits or to deposits in the savings departinents of commercial banks and trust companies. 
Other time deposits are subject to different requirements, but in these States such deposits in State com- 


merei 
their 
+ Se 
oblig: 
‘A 
requi 
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mercial banks and trust companies are relatively small in comparison with savings deposits or deposits in 
their savings departments. 


+ Securities eligible as reserves are U.S. Government obligations and, in some States, State and municipal 
obligations. 

‘ An unspecified ‘‘part of’’ the reserve must be in the form of vault cash. There is a 50-percent reserve 
requirement for banks in places with less than 1,500 population, with capital of $10,000 or more but less 
than $25,000. 

5 Either vault cash or demand deposits with the Federal Reserve Bank of San Francisco. 

6 Vault cash may not be counted as part of the required reserve. 

7 No statutory reserve requirements. 

§ For trust conipanies the reserve requirements are 25 percent of demand and 10 percent of time deposits. 

* In the case of trust companies 44 of the reserves against demand deposits (5 percent of deposits) may be 
held in the form of securities as described above. 

(© There is a 20-percent requirement for banks with capital stock of less than $25,000. 

!! Either vault cash or demand deposits with the Federal Reserve Bank of San Francisco. 


Nore.—In States not listed in this section or in this note, the reserve requirements shown in sec. A are 
applicable to all State commercial banks and trust companies. The requirements shown in this section 
apply to banks designated or approved as Reserve depositories, banks in central Reserve or Reserve cities, 
banks in specified cities, and banks in cities with specified population, as follows 

Arkansas: The 20 percent requirement applies to hanks designated as Reserve agents. 

California: The requirements shown above apply only to Reserve depositories. For banks that are 
not Reserve depositories, located in places with population of 50,000 or more, the requirements are the 
same as shown above except that the vault cash requirement is only 6 percent and the portion which 
may be carried with depository banks is correspondingly larger. For banks that are not Reserve 
depositories, located in seas with population under 50,000, see sec. A. 
nes The requirements apply to banks in Reserve cities (designated as such under the Federal 

eserve Act). 

Kansas: A ot reserve is required against demand deposits due to banks; the 12.5-percent 
requirement applies to other demand deposits. 

Kentucky: The 10-percent requirement on demand deposits applies to banks in Reserve cities. There 
is a 13-percent requirement against demand deposits for conarel Reserve city banks, but there is no 
central Reserve city in the State. 

Minnesota: The requirements apply to banks in Reserve cities (designated as such under the Federal 
Reserve Act). 

Mississippi: The requirements apply to banks in places with population over 50,000. 

Montana: The requirement applies to banks approved as Reserve depositories 

Nebraska: The requirements apply to banks in cities with population of 25,000 or more. 

Nevada: A 25-percent reserve is required against deposits ins to banks; the 15-percent requirement 
applies to other demand deposits. 

Oklahoma: The requirements apply to approved depositories. 

Utah: The requirements apply to banks in places with population of 50,000 or more. 

Wisconsin: The requirement applies to banks designated as Reserve depositories. 
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Taney II.—Basic statutory reserve requirements, actual requirements on Jan. 1, 
1959, and minimum and maximum requirements prescribed by State law, for 
State commercial banks and trust companies in States in which banking au- 
thorities are empowered to change reserve requirements 


| 
Percent of demand deposits | Percent of time deposits 


] ee ] 
Basic | Actual | Mini- | Maxi- | Basic | Actual | Mini- | Maxi- 
mum | mum | mum | mum 
| 


| 


Alabama ! = 7 Rees a ae =n | 1 
Arizona - en ‘ com 10 20 5 
ee hd 15 | FR} 15 
California: Banks in places with 
population of— 
100,000 or more -- -- said § 18 
50,000 to 100,000 4... 15 
Elsewhere ae me | 
Connecticut § | 
Delaware guesulieces 
District of Columbia...__-_-..___- 
Kentucky: | 


rej ey a a 


anocaan 


F 





le 

Elsewhere ¢ 
Maine 
Maryland. __- 
Massachusetts: § 

Boston & 

Elsewhere 
Michigan ?_..__- 
Minnesota . 
Nevada 2__ 
New Hampshire 
New Jersey : 
New Mexico 2 
New York: 

Manhattan Borough, downtown 

a eS 
Manhattan Borough, uptown | | | 


area | 
| 
| 


Brooklyn and Bronx Boroughs. ‘| 
Buffalo. __ inka iceeti : jaa 
Elsewhere 
North Dakota 
Ohio 
Oregon __ si alas 
Pennsylvania___.__-- 
Utah: 

Large cities !°____ 

F R—This symbol standing alone signifies that the State law provides that the maximum and/or mini- 
mum shall be the same as prescribed by Federal authorities for member banks; where the symbol appears 
with a percentage, the requirement prescribed by State authorities may not exceed either that percentage 
or the corresp.nding requirement applicable to member banks. 

! The provision for changes in reserve requirements by the State banking board applies only to time 
deposits. 

2 In Arkansas, Michigan, Nevada, and New Mexico, identical requirements apply to demand and time 
deposits. However, in Michigan the entire reserve on time deposits may consist of U.S. Government 
securities. 

3 Neither these percentages nor the authority to change requirements extends to banks designated as 
Reserve agents. The requirements for such banks is 20 percent against demand and time deposits. 

‘ ee requirements apply also to banks that are reserve depositories located in places with population 
under 50,000. 

§ Because all but a relatively small portion of total time deposits of Connecticut trust companies consist 
of deposits in savings departments and in the case of Massachusetts trust companies, of savings deposits, 
the zero figures for these States refer to such deposits, which dep»sits are exempted by statute from reserve 
requirements. However, in Connecticut an actual requirement of 5 percent, with a permissible range of 
from 5 to 10 percent, is applicable to time dep»sits in the commercial department, and in Massachusetts 
the demand deposit requirement supplies to certain time deposits in the commercial department. 

6 The State law prescribes higher requirements for banks in central Reserve cities, but there are no such 
cities in the State. 

? None specified in the law. 

* Anplies to banks in Boston and within 3 miles of the statehouse. 

* The range of reserve requirements on time dep%sits in the commercial department is from 5 percent to 
the Federal Reserve maximum, but the reserve requirement on deposits in savings departments of com- 
mercial banks is the same as fixed for savings banks, namely, 15 percent, and the reserve may consist of 
cash, balances in other banks, or obligations of the United States. 

10 Banks in cities with a population of 50,000 or more. 
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Vermont 


Norte.—In Florida (not listed above) the law provides that the comptroller may from time to time for- 
mulate and promulgate reasonable rules and regulations governing the conduct of State banks, which shall 
have the force and effect of law, and he shall have power to enforce the same. This authority has never 
been used by the comptroller to increase or lower bank reserve requirements. 
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FEDERAL LAW 


Title 12, United States Code Supp. 5, 1958 (Federal Reserve Act cited as F.R.A.) ) 


MEMBER BANKS 
§ 461. Demand and time deposits defined 


“The Board of Governors of the Federal Reserve System is authorized for the 
purposes of this section and sections 142, 371la, 371b, 374, 374a, 462, and 462a—1 to 
466 of this title, to define the terms ‘demand deposits’, ‘gross demand deposits’, 
deposits payable on demand’, ‘time deposits’, ‘savings deposits’, and ‘trust funds’, 
to determine what shall be deemed to be a payment of interest, and to prescribe 
such rules and regulations as it may deem necessary to effectuate the purposes of 
such sections and prevent evasions thereof: Provided, That, within the meaning 
of the provisions of such sections regarding the reserves required of member 
banks, the term ‘time deposits’ shall include ‘savings deposits’.” F.R.A. sec. 19, 
par. 1.) 


§ 462. Balance which member banks must keep in reserve banks 


“Every bank, banking association, or trust company which is or which becomes 
a member of any Federal Reserve bank shall establish and maintain reserve 
balances with its Federal Reserve bank as follows: 

“(a) If not in a Reserve or central Reserve city, as now or hereafter defined, 
it shall hold and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than 7 per centum of the aggregate amount of its 
demand deposits and3 per centum of its time deposits. 

“(b) If in a Reserve city, as now or hereafter defined, it shall hold and main- 
tain with the Federal Reserve bank of its district an actual net balance equal to 
not less than 10 per centum of the aggregate amount of its demand deposits and 
3 per centum of its time deposits: Provided, however, That if located in the out- 
lying districts of a Reserve city or in territory added to such a city by the exten- 
sion of its corporate charter, it may, upon the affirmative vote of five members of 
the Board of Governors of the Federal Reserve System, hold and maintain the 
reserve balances specified in paragraph (a) of this section. 

“(c) If in a central Reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal Reserve bank of its district an actual net balance 
equal to not less than 13 per centum of the aggregate amount of its demand de- 
posits and 3 per centum of its time deposits: Provided, however, That if located 
in the outlying districts of a central Reserve city or in territory added to such 
city by the extension of its corporate charter, it may, upon the affirmative vote 
of five members of the Board of Governors of the Federal Reserve System, hold 
and maintain the reserve balances specified in paragraphs (a) or (b) of this 
section.” (F.R.A. sec. 19, par. 2.) 


§ 462b. Change of requirements as to reserves in order to prevent credit expansion 
or contraction 

“Notwithstanding the other provisions of this section and sections 142, 371a, 
371b, 374, 374a, 461, 462, 462a-1, and 463-466 of this title, the Board of Governors 
of the Federal Reserve System, upon the affirmative vote of not less than four 
of its members, in order to prevent injurious credit expansion or contraction, 
may by regulation change the requirements as to reserves to be maintained 
against demand or time deposits or both (1) by member banks in central Reserve 
cities or (2) by member banks in Reserve cities or (3) by member banks not in 
Reserve or central Reserve cities or (4) by all member banks; but the amount of 
the reserves required to be maintained by any such member bank as a result of 
any such change shall not be less than the amount of the reserves required by 
law to be maintained by such bank on August 23, 1935, nor more than twice such 
amount.” (F.R.A., sec. 19, par. 6.) 

Note: Since paragraph 2 of Section 19 of the Federal Reserve Act has not 
been amended since 1918, the amount of the reserves required by law to be 
maintained on the date of enactment of the Banking Act of 1935 were the same 
as those specified in such paragraph above. The current amount of reserves to 
be maintained by member banks with Federal Reserve banks may be found in 
Supplement to Regulation D of the Board of Governors of the Federal Reserve 

ystem. 
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§ 248. Enumerated powers 

“The Board of Governors of the Federal Reserve System shall be authorized 
and empowered : 

* 2 * * + x 

“(e) Adding to or reclassifying Reserve and central Reserve cities 

“To add to the number of cities classified as Reserve and central Reserve 
cities under existing law in which national banking associations are subject to 
the reserve requirements set forth in section 20 of this act, or to reclassify exist- 
ing Reserve and central Reserve cities or to terminate their designation as 
such.” (F.R.A‘, sec. 11(e).) 


§ 464. Checking against and withdrawal of reserve balance 


“The required balance carried by a member bank with a Federal Reserve bank 
may, under the regulations and subject to such penalties as may be prescribed by 
the Board of Governors of the Federal Reserve System, be checked against and 
withdrawn by such member bank for the purpose of meeting existing liabilities.” 
(F.R.A., sec. 19, par. 9.) 


§ 465. Basis for ascertaining dcpoaits against which required balance is deter 
mined 

“In estimating the reserve balances required by this chapter, member banks 
may deduct from the amount of their gross demand deposits the amounts of 
balances due from other banks (except Federal Reserve banks and foreign banks) 
and cash items in process of collection payable immediately upon presentation 
in the United States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System.” (F.R.A., sec. 19, par. 10.) 


§ 466. Reserves of banks in Alaska or ingular posacssions 


“National banks, or banks organized under local laws, located in Alaska or in 
a dependency or insular possession or any part of the United States outside the 
continental United States, may remain nonmember banks, and shall in that 
event maintain reserves and comply with all the conditions now provided by 
law regulating them; or said banks may with the consent of the Board of Gov- 
ernors of the Federal Reserve System, become member banks of any one of the 
Reserve districts, and shall in that event take stock, maintain reserves, and be 
Subject to all the other provisions of this chapter.” (F.R.A., sec. 19, par. 11.) 
§ 462a-1.° Reserves against deposits by United States 

“Notwithstanding the provisions of the First Liberty Bond Act, as amended, 
the Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, as 
amended, member banks shall be required-to maintain the same reserves against 
deposits of public moneys by the United States as they are required by this 
section and sections 142, 371a, 371b, 374, 374a, 461, 462, and 462b—466 of this title 
to maintain against other deposits.” .(F.R.A., sec. 19, par. 14.) 

Note: The President proclaimed “the cessation of hostilities of World War IT, 


effective twelye o'clock noon, December 31, 1946.” (3 CFR Cum. Supp. 16, 
p. 77.) 


§ 248. Enumerated powers 


“The Board of Governors of the Federal Reserve System shall be authorized 
and empowered : | 


% * . . . . + 

“(c) Suspending reserve requirements; establishing graduated tax on deficiency 
in gold reserve 

“To suspend for a period not exceeding thirty days, and from time to time to 
renew such suspension for periods not ‘exceeding fifteen days, any reserve re- 
quirements specified in this chapter: Provided, That it shall establish a gradu- 
ated tax upon the amounts by which the reserve requirements of this chapter 
may be permitted to fail below the level hereinafter specified: And provided 
further, That when the reserve held against Federal Reserve notes falls below 
25 per centum, the Board of Governors of the Federal Reserve System shall 
establish a graduated tax of not more than 1 per centum per annum upon such 
deficiency until the reservés fall to 20 per centum, and when said reserve falls 
below 20 per centum, a tax at the rate increasingly of not less than 114 per 
centum per annum upon each 2% per centum or fraction. thereof that such re- 
serve falls below 20 per centum. The tax shall be paid by the Reserve bank, 
but the Reserve bank shall add an amount equal to said tax to the rates of in- 
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terest and discount fixed by the Board of Governors of the Federal Reserve 
System.” (F.R.A. see. 11(c).) 


STATE MEMBER BANKS 


§ 324. Laws applicable on becoming members 


“AN banks admitted to membership under authority of this section shall be 
required to comply with the reserve and capital requirements of this chapter 
and to conform to those provisions of law imposed on national banks which pro- 
hibit such banks from lending on or purchasing their own stoek, which relate 
to the withdrawal or impairment of their Capital stock, and which relate to the 
payment of unearned dividends. Such banks and the officers, agents, and em- 
ployees thereof shall also be subject to the provisions of and to the penalttes 
prescribed by sections 334. 656, and 1005 of Title 18, and shall be required to 
make reports of condition and of the payment of dividends to the Federal Re- 
serve bank of which they hecome a member. Not less than three of such reports 
shall be made annually on call of the Federal Reserve bank on dates to be fixed 
by the Board of Governors of the Federal Reserve System. Failure to make 
such reports within ten days after the date they are called for shall subject 
the offending bank to a penalty of $100 a day for each day that it fails to 
transmit such report; such penalty to be collected by the Federal Reserve bank 
by suit or otherwise. Such reports of condition shall be in such form and shall 
contain such information as, the Board of Governors of the Federal Reserve 
System may require and shall be published by the reporting banks in such man- 
ner and in accordance with such regulations as the said Board may prescribe.” 
(F.RLA. see. 9, par. 6.) 

NATIONAL BANKS 


§ 142. Banks in reserve citics : reserves 
“National banking associations located in reserve cities or central reserve 


cities shall maintain reserves provided for in section 462 of this title for banks 
so located.” 


§ 143. Banks in Alaska and insular possessions; lawful money reserves 


“Every national banking association located in Alaska or in a dependency or 
insular possession or any part of the United States outside of the continental 
United States, and not a member of the Federal Reserve System, shall at all 
times have on hand in lawful money of the United States an amount equal to 
at least 15 percent of the aggregate amount of its deposits in all respects. When- 
ever the lawful money of any such association shall fall below 15 percent of its 
deposits such association Shall not increase its liabilities by making any new 
loans or discounts other than by discounting or purchasing bills of exchange 
payable at sight nor make any dividends of its profits until the required propor- 
tion between the aggregate amount of its deposits and its lawful money of the 
United States has been restored. And the Comptroller of the Currency shall 
notify any such association whose lawful money reserve shall be below the 
amount required to be kept on hand to make good such reserve, and if such 
association shall fail for thirty days thereafter so to make good its lawful 
money the Comptroller may, with the concurrence of the Secretary of the 
Treasury, appoint a receiver to wind up the business of the association as pro- 
vided in section 192 of this title.” 


§ 144. Certain balances counted toward reserves in Alaska and insular posses- 
8i0n8 


“Four-fifths of the reserve of 15 per centum which a national bank located in 
Alaska or in a dependency or insular possession or any part of the United 
States outside of the continental United States, and not a member of the Federal 
Reserve System, is required to keep, may consist of balances due such bank 
from associations appreved by the Comptroller of the Currency and located 
in any one of the central reserve or reserve cities as now or hereafter defined 
by law or designated by the Board of Governors of the Federal Reserve System.” 
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ALABAMA 


(Alabama Code of 1940, Title 5, With 1957 Supplement) 
§ 81. Reserve 

“No bank, firm, person, or corporation doing a banking business shall reduce, 
or be allowed to reduce, the cash of the bank on hand, and with banks, below 
fifteen per cent of demand deposits. In addition to such reserve no bank, per- 
son, firm, or corporation doing a banking business in this State shall reduce or be 
allowed to reduce the cash of the bank on hand and with banks in an amount 
below the percentage of its time deposits fixed by the majority vote of the State 
banking board us the proper reserve to be maintained, which reserve shall not 
exceed five per cent of such time deposits nor at any time be fixed at an amount 
less than one percent of such time deposits.” 





























§ 167. Reserves carried by member banks 


“Any bank, savings bank or trust company incorporated under the laws of this 
State which is or may become a member of the Federal Reserve System shall 
keep and maintain as a lawful reserve the same reserves as are required by the 
Federal Reserve Act, and the amendments thereto, of other banks, members of 
the Federal Reserve System, and a compliance by such bank or trust company of 
this State with the reserve requirements of the Federal Reserve Act shall be 
held to be a full compliance with the provisions of the laws of this State on the 
subject of bank reserves, and such bank or trust company shall not be re- 
quired to carry reserves other than such as are required under the terms of 
the Federal Reserve Act and its amendments.” 


ALASKA 


(1 Alaska Compiled Laws Annotated, Title 34, With 1958 Cumulative 
Supplement) 





§ 34-1-131. Reserves against deposits 


“Every bank doing business in this Territory shall have on hand at all times 
in available funds consisting of money, gold dust, gold bullion, or amounts due 
from good and solvent banks located in Alaska, or in depositories located in com- 
mercial centers in the United States, not less than twenty (20%) per cent of its 
demand liabilities and eight (8%) per cent of its time deposits, provided, that 
for the purposes of the foregoing requirements, liabilities shall be excluded which 
consist of deposits secured by assets of the bank, pledged as required or per- 
mitted by laws of the United States or of the Territory of Alaska.” 


§ 34-1-54. Powers of Board . 
“In addition to other powers conferred by this Act [§ § 34-1-38-34-1-250: 
herein] the Board shall have power to: 
ae * * = * * * 


“(5) Order any person to cease violating a provision of this Act [§ § 34-1-38- 
34-1-—250 herein] or a lawful regulation issued thereunder or to cease engaging 
in any unsound banking practice... .” 

















ARIZONA 


(2 Arizona Revised Statutes, Annotated, Title 6, With 1958 Cumulative 
Pocket Part) 


§ 6-243. Legal reserves for commercial and savings banks 


“A. Commercial banks and savings banks shall maintain total reserves equal 
to the following percentages of the aggregate amount of their deposits, exclusive 
of deposits of the United States, postal savings funds and state, county, muni- 
cipal and other deposits of public monies which are secured as required by law: 

“1. Commercial banks, ten percent. 
“2. Savings bank, five percent. 

“B. The reserves shall be maintained in lawful money of the United States or 
in solvent credits on deposit in a reserve depository or depositories which meet 
the qualifications prescribed. A bank may keep the legal reserve on deposit 
in a depository or depositories designated by it, which, except as. otherwise 
provided in this article, shall be a bank, trust company or national banking as- 
sociation approved by the superintendent. 
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“C. Not more than twenty-five percent of a bank’s legal reserve on deposit 
shall be kept in any one depository having a capital stock and surplus of less 
than two hundred thousand dollars, and the reserve on deposit shall not exceed 
fifteen percent of the capital stock and surplus of the reserve depository. A 
bank shall not be a reciprocal reserve depository for another bank. A bank 
having both commercial and savings departments shall maintain the legal re- 
serve for each department.” 


§ 6-244. Establishment and amendment of reserve requirements 


“Should the superintendent determine that sound banking practice makes ac- 
tion advisable, he may establish by regulation and amend, when necessary, the 
requirements with respect to legal reserves of commercial banks and savings 
banks which are not members of the Federal Reserve System. The reserves so 
established shall in no instance be less than those prescribed by this article, 
nor more than double that requirement.” 


§ 6-245. Reports of deposits and reserves 

“A report showing the average daily deposits and the amount and character 
of reserves maintained against the deposits shall be submitted to the superin- 
tendent monthly by each commercial and savings bank. The report shall be 
in the form prescribed by the superintendent and shall be transmitted not later 
than the tenth day of the month next succeeding the period covered thereby.” 

§ 6-248. Deficiency of or failure to maintain reserves; penalties; restrictions 

“A. If a commercial bank or savings bank fails to maintain its total reserves 
as prescribed by this article, the superintendent may impose upon it a penalty 
based upon the period of time the deficiency continues, at the rate per annum of: 

“1. Six percent upon a deficiency not exceeding two percent of deposits. 

“2. Eight percent upon an additional deficiency exceeding two percent and 
not exceeding three percent of deposits. 

“3. Ten percent upon an additional deficiency exceeding three percent and 
and not exceeding four percent of deposits. 

“4. Twelve percent upon an additional deficiency in excess of four percent 
of deposits. 

“B. If a commercial bank or savings bank fails to maintain its reserves 
as prescribed by this article, the superintendent may notify the bank to restore 
its reserves and if it fails to do so within thirty days thereafter it may be 
deemed insolvent and proceeded against as provided in this title. 

“C, If the total reserves of a commercial bank or savings bank fall below 
the amount prescribed by this article, the bank shall make no new loans or dis- 
counts except by discount of bills of exchange on sight, nor pay any dividends until 
its reserves have been restored to the required amount.” 


§ 6-336. Regulation and taxation 


“Industrial banks shall be operated, taxed, regulated, and examined in the 
same manner as commercial banks organized and operated pursuaut to the laws 
of the State, and shall at all times maintain the same legal reserve as prescribed 
and required of savings banks.” 


§ 6-230. Membership in Federal Reserve System; reserves ; ecamination 

“A. A bank may subscribe to the capital stock and become a member of the 
Federal Reserve System created and organized under the Federal Reserve Act. 

“B. The compliance of the bank with the reserve requirements of the act shall 
be in lieu of, and shall relieve the bank from compliance with the provisions of 
the laws of this State relating to the mainenance of reserves. The superintendent 
may in his discretion accept the examination of a bank made under the Federal 
Reserve Act in lieu of the examination required under the laws of this State.’ 


ARKANSAS 


(6 Arkansas Statutes 1947 Annotated, Title 67, With 1957 Replacement) } 


§ 67-112. Banking laws ; who subject thereto 


“Wherever the word “bank” appears in this act, it shall be deemed to apply 
alike to any incorporated bank, trust company, or savings bank, other than 
co-operative banks organized under the provisions of Act 632 of the Acts of the 
General Assembly of 1921 [§§ 64-1501, 64-1503-64-1523] and also to any partner- 
ship or individual transacting a banking business.” 

















188 MEMBER BANK RESERVE REQUIREMENTS 






§ 67+4501. Reserves of banks and trust companics 


“Every bank shall, at all times, have on hand as a reserve an amount equal to 
at least fifteen percent [15% ] of the aggregate sum of its deposits. A part of said 
fifteen percent [15%] shall be in cash in the vaults and the remainder thereof 
may be held on deposit subject to check with any other bank, banks, or trust 
companies which may have been approved by the Commissioner as Reserve 
agents: provided, however, that the Bank Commissioner may from time to time, 
with the approval in each inst: ince of the State Banking Board, require a reserve, 
uniformly applicable to all banks, of not less than fifteen percent [15%] of the 
aggregate sum of the deposits and not more than the reserve at the time required 
of member banks of the Federal Reserve System pursuant to the Acts of Congress 
and Regulatidns of the Federal Reserve Board thereunder, and every bank shall 
at all times have on hand as a reserve the respective. amount required by the Com- 
missioner as aforesaid.” 


§ 68-307. Capital stock ; minimum requirements 


“(a) Hereafter the fully paid-up capital stock of any bank shall not be less 
than $25,000 in towns or cities having less than 2.500 inhabitants and shall not be 
less than $50,000 in cities having more than 2,500 and less than 6,000 inhabitants, 
and shall not be less than $100,000 in cities having more than 6,000 inhabitants; 
provided, that the fully paid-up capital stock of any bank in cities with 75,000 
or more inhabitants shall not be less than $200,000; provided, corporations oper- 
ating under the banking department whose charter does not permit the receiving 
of deposits or acting as guardians or administrators shall have a fully paid-up 
eapital stock of not less than $100,000 in towns or cities having 75.000 or more 
inhabitants: provided, further, in cities with 75.000 or more inhabitants, and 
wherein there is existing and operating ohe or more banks, the State Bank 
Department, or any suecessor thereto, may charter therein a suburban bank 
upon a showing of public convenience and necessity therefor, with a paid-up 
capital stock of not less than $100,000. A suburban bank is hereby defined to be 
one whose location is outside the recognized down-town business district of said 
city and more than two and a half (214) miles from an existing downtown 
bank. Suburban banks, when chartered, shall be subject to all other provisions 
of law in this State regulating and controlling banks. 

“(b) It is further provided that banks may be organized in towns ‘having a 
population of less than 1,500 inhabitants with a fully paid-up capital of not less 
than $10,000, but the operations of said banks shall be subject to the following 
restrictions until the capital is increased to meet the requirements as set forth 
in subdivision (a): 

* a * + * * » 


“(3) A reserve equal to fifty [50%] of the denosits shall be maintained at all 
times, but 25 percent of said reserve may be invested in United States 
bonds, * * *” 


§ 67.402. Reserve agents for Arkansas banks 


“Any bank or trust company doing business in this State desiring to become 
a reserve agent for Arkansas banks shall make application to the Bank. Com- 
missioner in form prescribed by the Commissioner, said application to be accom- 
panied by a statement in form percribed by the Commissioner, showing the con- 
dition of the bank or trust company making stich application at close of business 
on any day designated by the Commissioner, but not more than five [5] days 
wear to the date of said application: which statement shall be sworn to 
xy either the president or cashier of such bank or trust company, and if said 
statement shows that the bank or trust company making same has on hand as 
a cash reserve an amount equal to at least twenty [20] percent of the aggre- 
gate sum of its deposits, the Commissioner shall approve and designate said 
bank or trust company as a reserve agent for Arkansas banks; provided, that 
two-fifths of said twenty [20] percent reserve fund shall be in cash in the vaults, 
and the remainder thereof may be balances due from other banks or trust com- 
panies in or out of the State of Arkansas, approved by the Commissioner.” 


§ 67.403. Statements by Reserve agents 


“For the purpose of ascertaining if the banks or trust companies designated 
as Reserve agents for Arkansas banks are maintaining the reserve herein re- 
quired, the Commissioner shall require all banks or trust companies which have 
been approved as reserve agents to furnish him with five [5] statements each 
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‘alendar year in form prescribed by the Comissioner showing the condition of 
such banks or trust companies at close of business at some date previous to the 
call for said statements which date [shall not be more than five days previous 
to said call and if] the reserve of any such designated reserve banks or trust 
company shall be below the twenty [20] percent herein required for any two [2] 
consecutive statements, the Commissioner shall immediately notify such bank 
or trust company to make good such required reserve; and if upon the third 
consecutive statement any such bank or trust company has failed to make good 
the reserve herein required the Commissioner shall immediately withdraw from 
any such bank or trust company its right to act as reserve agent for Arkansas 
banks; provided, that any national bank doing business in this State, and hav- 
ing been designated by the Commissioner as a Reserve agent for Arkansas banks, 
shall, in lieu of the statements hereinbefore provided for, furnish the Commis- 
sioner with a copy of each of their published statements required by the National 
Bank Act, from which statement the Commissioner shall ascertain whether or 
not any such national bank is maintaining the reserve required in this section, 
and if any such national bank shall fail to maintain its reserve as herein required 
for a period of three [3] successive statements, as hereinbefore provided, then 
the Commissioner shall immediately withdraw from any such national bank 
its right to act as reserve agent for Arkansas banks,” 


§ 67.404. Examination of applicants to be Reserve agents ; fees 


“Any bank, State or National, making application to be designated a Reserve 
agent for Arkansas banks shall be subject to examination by the Banking De- 
partment, and to re-examination thereafter, when the same is necessary in the 
judgment of the Commissioner, and shall pay the same fees for such examina- 
tions as in section 49 [§ 67-416] of this act provided.” 


§ 67.406. Reserve requirements of members of Federal Reserve System 


“Any bank, trust company, or savings bank organized and doing business under 
the laws of this State which is or which becomes a member of a Federal Reserve 
Sank shall keep and maintain as a lawful reserve the same reserves as are 
required of other bank members of the Federal Reserve System, and a com- 
pliance by any such bank, trust company, or savings bank with the reserve re- 
quirements of the Federal Reserve Act shall be held to be a full compliance with 
the provisions of the laws of this State on the subject of bank reserves, and 
such bank, trust company, or savings bank shall be required to carry only such 
reserves as are required under the terms of the Federal Reserve Act; provided, 
further, that any bank or trust company located in or out of this State acting as 
Reserve agent for Arkansas banks which is, or which becomes, a member of 
the Federal Reserve System, shall be required to keep only such reserves as are 
required by the Federal Reserve Act, or any amendments thereto.” 


§ 67.409. Commission’s power to call for reports; minimum number required 
annually 


“The Commissioner shall have power to call for reports from banks, trust 
companies and savings banks, whenever deemed necessary in order to obtain a 
full and complete knowledge of their condition or the status of their reserves, 
but he shall call upon each of them for at least two [2] reports each year.” 


§ 67.405. Impairment of reserve; restrictions on business; taking charge by 
Commissioner 


“Whenever the reserve of any bank or trust company shall be below the legal 
requirement it shall not make any new loans, or otherwise invest its funds, 
except by the purchase of Bills of Exchange payable at sight; or pay any divi- 
dend out of its profits; until the required reserve has been restored. The Com- 
missioner shall notify the Board of Directors of any bank or trust company, 
whose reserve shal be found to be below the amount required herein, to make 
good such reserve, and if the same is not done within thirty [30] days he may 
take charge thereof, as hereinafter provided in case of insolvency.” 


§ 67.605. Insolwent banks 


“A bank or trust company shall be deemed insolvent within the meaning of this 
act upon the existence of the following facts: 
* * * * * * * 


“(5) When it shall fail to make good its reserve as required by law.” 


38423—59——13 
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§ 67-1018 Reserves required 

“All ‘Industrial Loan Institutions’ shall establish as a reserve against the 
choses in action, investment certificates, contracts or agreements, described in 
section four [4] [§ 67-1004] of this act, of not less than fifteen percent [15%] 
of the amount of the indebtedness thus created. 

“This reserve shall be in cash in the actual possession of the ‘Industrial Loan 
Institution’ or on demand deposit in approved State or National Banks; Provided, 
however, That such choses in action, investment certificates, contracts, or agree- 
ments, as are jssued under section four (4) .[§ 67-1004] of this act, and are held 
by said ‘Industrial Loan Institutions’ as security for its own loans, cannot be 
considered as an indebtedness for which a reserve must be maintained under 
this section.” 

CALIFORNIA 


(30 West’s Annotated California Codes, with 1958 Cumulative Pocket Part) 
DEPARTMENTAL BANKING 


§ 1109. Departmental reserves 

“Every bank having departments shall maintain for each department reserves 
equal in amount to the reserves required by this division for the particular 
department and shall keep the total reserves of each department separate and 
apart from the reserves of any other department.” 


NONDEPARTMENTAL BANKS 


§ 1330. Resérve requirements 

“Every nondepartmental bank, at all times, shall maintain against its demand 
deposits, exclusive of deposits of the United States, postal savings funds, and 
state, county, municipal, and other deposits of public moneys which are secured 
by law, the reserves required of other commercial banks under Article 3 of 
Chapter 10, and in addition thereto shall maintain against its savings deposits 
reserves in the amount and in the manner set forth in Sections 1430 and 1481.” 
§ 1331. Federal Reserve members’ reserve requirements 

“If any nondepartmental bank is a member of the Federal Reserve Bank it 
shall comply with the reserve requirements of the Federal Reserve Act and its 
compliance therewith shall be in lieu of and shall relieve such bank from com- 
pliance with the provisions of this article.” 


COMMERCIAL BANKS; RESERVES 


§ 1250. Minimum reserves 
“Every commercial bank at all times shall maintain total reserves equal to 
the following percentages of the aggregate amount of its deposits, exclusive of 
deposits of the United States, postal savings funds, and state, county, municipal, 
and other deposits of public moneys which are secured as required by law: 
“(a) 18 percent if the bank has its principal place of business in a city 
having a population of 100,000 or over. 
“(b) 15 percent if the bank has its principal place of business in a city 
having a population of 50,000 or over and less than 100,000. 
““(c) 12 percent if the bank is located elsewhere in the State, unless the 
bank is acting as a reserve depositary and in that event, 15 percent.” 
§ 1251. Nature of reserves 
“Of the total reserves required to be maintained by a commercial bank, an 
amount equal to 6 percent of its deposits, or if it is acting as a reserve depositary 
an amount equal to one-half of its required total reserves, shall consist of, (a) 
gold bullion or any form of money or currency authorized by the laws of the 
United States kept in the bank’s vault or, with the consent of the superintendent, 
in a safe deposit box in any other bank in this State under the exclusive control 
of the depositing bank, or (b) deposits subject to call with a Federal Reserve 
bank in the district in which the bank is located. 
“The remainder of such total reserves shall consist of, (a) gold bullion or any 
form of money or currency authorized by the laws of the United States kept as 
above provided, (b) deposits subject to call with a Federal Reserve bank m 
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the district in which the bank is located, or (¢c) deposits subject to call with 
Reserve depositaries of such bank designated as such pursuant to Section 1255 
of this code.” 


§ 1252. Compliance with requirements of Federal Reserve Act 
“If any commercial bank is a member of a Federal Reserve bank it shall com- 
ply with the Reserve requirements of the Federal Reserve Act and its compli- 


ance therewith shall be in lieu and shall relieve such bank from compliance with 
the provisions of this article.” 


§ 1253. Failure to maintain required reserves ; penalty 


“Tf a commercial bank fails to maintain its total reserves, the superintendent 
may impose a penalty upon it based upon the length of time the deficiency in its 
reserves continues, at the following rates: 

“(a) At the rate of 6 percent per annum upon any deficiency not exceed- 
ing 2 percent of its deposits. 

“(b) At the rate of 8 percent per annum upon any additional deficiency 
exceeding 2 percent and not exceeding 3 percent of its deposits. 

“(c) At the rate of 10 percent per annum upon any additional deficiency 
exceeding 3 percent and not exceeding 4 percent of its deposits. 

“(d) At the rate of 12 percent per annum upon any additional deficiency 
in excess of 4 percent of its deposits.” 


§ 1254. Prohibition of new loans and discounts; order to restore reserves 


“If the total reserves of any commercial bank fall below the amount required 
to be maintained by this article it shall not make any new loans or discounts, 
except by discount of bills of exchange on sight, nor pay any dividends until its 
reserves have been restored to the full amount herein required. If any com- 
mercial bank fails to maintain its reserves as required by this article, the super- 
intendent may notify such bank to restore its reserves and if it fails to do so 
within 30 days thereafter it may be deemed insolvent and may be proceeded 
against as provided in this division. A deposit by one bank with another bank 
shall not be regarded as a loan.” 

§ 1255. Reserve depositaries ; designation; qualifications 

“A bank or trust company, by a majority vote of all its directors, may nomi- 
nate another bank or banks which meet the qualifications hereinafter set forth 
as its reserve depositary or depositaries. The superintendent, in his discretion, 
may approve or disapprove such nomination. If he approves the same he shall 
designate the bank so nominated as a Reserve depositary of the nominating 
bank. 

“A reserve depositary may be a banking corporation located in any city in the 
United States and having a paid-up capital and surplus of one million dollars 
($1,000,000) or more, or it may be a bank organized under the laws of this 
State or a national banking association located in this State having a com- 
bined paid-up capital and surplus conforming with the following schedule: 

“(a) Not less than five hundred thousand dollars ($500,000), if located 
in a city which has a population of 300,000 or over. 

“(b) Not less than four hundred thousand dollars ($400,000), if located 
in a city which has a population of 100,000 or over and less than 300,000. 

“(e) Not less than three hundrad thousand dollars ($300,000), if located 
in a city which has a population of 50,000 or over and less than 100,000. 

“(d) Not less than two hundred thousands dollars ($200,000). if located 
elsewhere in the State.” 

§ 1256. Deposits defined 

“The term ‘deposits’ wherever used in this article shall be the aggregate 
deposits of a commercial bank exclusive of the deposits of public moneys re- 
ferred to in Section 1250.” 


§ 1257. Authority of superintendent to change reserve requirements 

‘Whenever he determines that the maintenance of sound banking practices or 
the prevention of injurious credit expansions or contractions makes such action 
advisable, the superintendent by general regulation and without submitting such 
regulation to any other State agency or authority, may change, from time to 
time, the nature and amount of reserves required to be maintained by commer- 
cial banks doing business in this State which are not members of a Federal 
Reserve Bank. The reserves so specified shall not be less than those provided in 
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this chapter nor greater than those required, at the time, of commercial banks 
doing business in this State which are members of a Federal Reserve bank.” 


§ 1430. Minimum total reserves 


“Every savings bank at all times shall maintain total reserves in an amount 
equal to 5 percent of the aggregate amount of its deposits, exclusive of deposits 
of the United States, postal savings funds, and State, county, municipal, and 
other deposits of public moneys which are secured as required by law.” 













§ 1431. Minimum reserves on hand 


“Of the reserves required to be maintained by a savings bank an amount equal 
to at least 1"percent of the amount of its deposits shall be maintained as reserves 
on hand and shall consist of, (a) gold bullion or any form of money or currency 
authorized by the laws of the United States, or (b) deposits subject to call with 
a Federal Reserve bank in the district in which the bank is located. The re- 
mainder of such reserves required to be maintained equal in amount to 4 percent 
of the amount of the bank’s deposits shall consist of, (a) gold bullion or any 
form of money or currency authorized by the laws of the United States, (b) 
deposits subject to call with a Federal Reserve bank in the district in which 
such bank is located or with reserve depositaries designated for it pursuant to 


Section 1255 of this code, or (c) unpledged negotiable direct obligations of the 
United States.” 


§ 1432. Marimum reserves on hand 


“No savings bank shall be required to maintain reserves on hand in excess of 
four hundred thousand dollars ($400,000) and when such reserves on hand reach 
that amount, the balance of total reserves necessary to make up the 5 percent 
may be kept on deposit with a reserve depositary designated for it pursuant to 
Section 1255 of this code.” 










































§ 1433. Compliance with reserve requirements of Federal Reserve Act 


“If any savings bank is a member of a Federal Reserve bank, it shall comply 
with the reserve requirements of the Federal Reserve Act and its amendments, 
and its compliance therewith shall be in lieu of and shall relieve such savings 
bank from compliance with the provisions of this article.” 


§ 1434. Failure to maintain required reserves; prohibition of new loans and 
dividends; notice to restore reserves 

“Tf the total reserves of any savings bank fall below the amount required to 
be maintained by this article, it shall not make any new loans or pay any 
dividends until its total reserves have been restored to the full amount required, 
and the superintendent may impose the same penalties as he is authorized to 
impose on commercial banks under Section 1253 of this code. If any savings 
bank fails to maintain its reserves as required by this article, the superintendent 
may notify such bank to restore its reserves and if it fails to do so within 30 
days thereafter it may be deemed insolvent and may be proceeded against as 
provided in this division.” 


§ 1437. Authority of superintendent to change Reserve requirements 


“Whenever he determines that the maintenance of sound banking practices or 
the prevention of injurious credit expansions or contractions makes such action 
advisable, the superintendent by general regulation and without the necessity 
of submitting such regulation to any other state agency or authority, may change, 
from time to time, the nature and amount of reserves required to be maintained 
by savings banks doing business in this State which are not members of a Federal 
Reserve bank. The reserves so specified shall not be less than those provided 
in this chapter nor greater than those required, at the time, of savings banks 
doing business in this State which are members of a Federal Reserve bank.” 


CoLORADO 


(2 Colorado Revised Statutes, Annotated, 1953, With 1957 Cumulative 
Supplement) 






§ 14-16-1. Reserves against deposits 


(1) State banks which are members of the Federal Reserve System shall 
maintain such reserves against deposits as may be required by the Federal 
Reserve Act or by the board of governors of the Federal Reserve System. 
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“(2) The reserve fund of a state bank not a member of the Federal Reserve 
System shall be not less than fifteen percent of total deposits. Said funds shall 
consist of cash on hand and unpledged direct obligations of the United States 
held by the bank on its premises, or held in safekeeping in a depository approved 
by the commissioner; and money due on demand from a Federal Reserve Bank, 
deposited in a national bank located in cities designated by Federal law as 
reserve cities; or on deposit in banks or trust companies designated by the com- 
missioner as reserve banks.” 

§ 14-7-9. Subject to corporation laws 

“The organization of and requirements for the operations of industrial banks 
shall be those of ordinary general business corporations, they shall be governed 
by the law applicable to such, as set forth in sections 31-1-1 to 31-3-8, but in 
addition thereto, the state bank commissioner shall make examination twice 
each year of each industrial bank, organized and operating under the provisions 
of this article, at which time he shall satisfy himself that the bank is in a solvent 
condition, and should the state bank commissioner find the capital stock of any 
such industrial bank impaired he may give notice of such impairment to the 
directors of such industrial bank, and, if such impairment is not made good to 
the satisfaction of the commissioner within a reasonable period of time, as may 
be determined by him, he may take possession thereof and of its property and 
assets and may proceed with the appointment of a liquidator in the manner and 
with the powers provided by law in the case of state banks. The cost of the 
examinations shall be borne by the industrial bank at the rate provided for in 
section 14—7-12. 

“Industrial banks, organized hereunder, shall establish a reserve against 
liability under investment certificates, contracts, agreements, or savings deposits, 
described in subsection (3) of section 14-7-—7, in an amount not less than fifteen 
percent of the amount of indebtednes so created. Three percent of this 
indebtedness shall be in cash in the actual possession of the industrial bank or 
on demand deposit in other banks of this State, and twelve percent of the total 
indebtedness may be in readily marketable securities; provided, however, that 
such investment certificates, contracts or agreements as are held by the industrial 
bank as security for its own loans, shall not be considered as an indebtedness for 
which a reserve must be maintained under this section.” 


§ 14-19-19. Dividends ; when 


“The board of directors of a state bank may declare dividends not more than 
once in each calendar quarter from undivided profits if the undivided profits 
account has been maintained in accordance with the provisions of this code; and 
it, the reserve against deposits required by this code is not and will not thereby 
be impaired.” 


§ 14-19-4. Impairment of capital ; assessments 
* * + * * ok & 
““(2) Whenever the capital or reserve of any bank shall be impaired, it shall 
make no new loans or discounts except upon sight bills of exchange drawn against 
actually existing values.” 
CONNECTICUT 


(General Statutes of Connecticut, Revision of 1958, Title 36) 
§ 36.2. Definitions 


“As used in this title, and except as otherwise specifically provided herein, 

“(a) ‘Account’ shall include all moneys received by industrial banks in 
payment in full or in part for certificates of indebtedness and all moneys 
received by building or savings and loan associations in payment in full or 
in part for shares thereof ; 

“(b) ‘Commissioner’ shall mean the ‘bank commissioner’ ; 

‘“‘(e) ‘Deposit’ shall include all time and demand deposits of state banks 
and trust companies, savings banks and private bankers ; 

“(d) A ‘demand deposit’ shall mean any deposit which is payable within 
thirty days; 

“(e) A ‘time deposit’ shall mean any deposit which is not payable within 
thirty days; 

“(f) The expression ‘entity subject to the general supervision of the bank 
commissioner’ shall mean any institution or person which he is by law re- 
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quired to examine, and any institution or person subject to laws which the 
commissioner is charged with executing or administering ; 

“(g) ‘Governing board’ shall mean either the board of trustees or board of 
directors of any corporation ; 

“(h) ‘State bank and trust company’ shall mean any state bank, state bank 
and trust company or trust company.” 


§ 36-26. Regulations by council 


“Whenever conditions affecting the demand for and supply of money, the exten- 
sion of credit, or any other pertinent banking operations, make such action neces- 
sary or desirable in the public interest, the advisory council on banking may, by a 
two-thirds vote of its members, by regulation: 

“(a) Authorize the commissioner to establish a maximum rate of dividends 
or interest on deposits, certificates or shares which may be paid by any one 
or more groups of entities required to be periodically examined by him; 

“(b) Change or eliminate the Reserve requirements against demand or 
time deposits of the United States Government, but the amount of such re- 
serve shall not be higher for such deposits than the then current reserve 
requirements against other demand or other time deposits ; 

“(e) Change the Reserve requirements against demand deposits other 
than those of the United States Government to not less than twelve percent 
nor more than twenty-four percent of such deposits ; 

“(d) Change the Reserve requirements against time deposits other than 
those of the United States Government to not less than five percent nor more 
than ten percent of such deposits ; Y 

“(e) Provide that any part of the reserves required by it in excess of the 
statutory minimum may consist of net balances, subject to demand draft, 
with approved Reserve agents.” 

§ 36-74. Reserve fund 

“(1) Each State bank and trust company, not a member of the Federal Re- 
serve System, shall maintain a Reserve fund of at least twelve percent of its 
demand deposits and five percent of its time deposits, or as may be required 
by the advisory council on banking under statutory authority, but such ,require- 
ments shall not apply to deposits held in the savings department of such State 
bank and trust company. 

“(2) Not less than one-sixth of such reserves shall consist of cash on hand 
and not more than one-sixth of-such reserves may consist of United States 
government bonds at their par value. The remainder of such reserves shall 
consist of net balances.subject to demand draft with such of the following 
banks as may be from time to time approved by the commissioner as reserve 
agents: 

“(a) Federal reserve banks; 

“(b) Any bank which is a member of the clearing house association of 
New York, Boston, Philadelphia, Chicago or Detroit ; 

“(c) Any State bank and trust company and any national banking asso- 
ciation having its main office in this State. 

“(3) Whenever the reserve fund of any State bank and trust company is 
below the aforesaid requirements, such bank and trust company shall not make 
any new loans or discounts or investments or declare any dividends of its 
profits until its reserve fund is restored. 

“(4) If any State bank and trust company fails to restore its reserve fund 
within thirty days after notice from the commissioner to do so, he may apply 
for a receiver of its business.” 

§ 36-153. Reserve fund 

“(1) Each industrial bank shall maintain at all times a reserve fund equal 
to not less than ten percent of its total liability for unhypothecated certificates 
of indebtedness. Not less than one-half of the total reserve fund required to be 
so maintained shall consist of cash on hand in its banking house or on deposit 
with a State bank and trust company or a national banking association located 
within this State or with another bank which is a member of the clearing house 
association of New York or Boston, provided such deposit or deposits shall be 
subject to demand draft, and provided any such bank located in New York 
or Boston shall have been approved by the commissioner as a reserve agent 
for such industrial bank. The remainder of such reserve fund shall be invested 
in the bonds or other obligations of the government of the United States or of 
this State. 





MEMBER BANK RESERVE REQUIREMENTS 195 


“¢2) Each industrial bank shall maintain a reserve fund of at least twelve per- 
cent of its demand deposits, or as may be required by the advisory council on 
banking under statutory authority. Not less than one-sixth of such reserve 
shall consist of cash on hand and not more than one-sixth of such reserve may 
consist of United States government bonds at their par value. The remainder 
of such reserve shall consist of net balances subject to demand draft with such 
of the following banks as may be from time to time approved by the commis- 
sioner as Reserve agents: 

“(a) Federal Reserve banks, 

“(b) Any bank which is a member of the clearing house association of 
New York or Boston, and 

“(c¢) Any State bank and trust company and any national banking asso- 
ciation having its main office in this State. 

“(3) Whenever the reserve funds of any industrial bank are below the afore- 
said requirements, such industrial bank shall not make any new loans or 
investments or declare any dividends of its profits until its reserve funds are 
restored. 

“(4) If any industrial bank fails to restore its reserve funds within thirty 
days after notice from the commissioner to do so, he may apply for a receiver 
of its business.” 

DELAWARE 


(Delaware Code Annotated of 1953, Title 5, with 1958 Cumulative Pocket Part) 
§ 907. Reserve requirements 

“(a) Demand deposits as used in this section shall mean all deposits payable 
within 30 days; and time deposits shall comprise all deposits payable after 30 
days, all savings accounts, certificates of deposit, and postal savings which are 
subject to not less than 30 days notice before payment. 

“(b) Every bank, banking association, trust company, savings bank or savings 
society shall maintain liquid reserves as follows— 

(1) Seven percent of the aggregate of its demand deposits. Such reserve 
shall consist only of cash in the possession of the hank and of net balances, 
payable on demand, with banking institutions chartered by this State, any 
other State, or the Federal Government, including Federal Reserve banks, 
which have been approved in writing as reserve depositories by the State 

sank Commissioner ; 

“(2) Three percent of the aggregate of its time deposits. Such reserve 
shall consist of cash in the possession of the bank and of net balances with 
reserve depositories as specified in subsection (b) (1) of this section. 

“(c) Whenever the State Bank Commissioner determines that the maintenance 
of sound banking practices or the prevention of injurious credit expansion or 
contraction makes such action advisable, he may, by general regulation, change, 
from time to time, the requirements as to reserves against demand or time 
deposits, or both, in banking institutions doing business in this State which are 
not members of the Federal Reserve System. The reserves so specified shall be 
not less than the statutory requirement, nor greater than those requirements of 
the Federal Reserve bank of this district applicable to member banks in this 
State. The power conferred upon the Commissioner by this subsection shall not 
be construed as applicable to mutual savings societies and mutual savings banks 
chartered under this Code or any other laws of this State and having no capital 
stock, it being expressly provided hereby that liquid reserves in excess of three 
percent of their time deposits shall not be required of mutual savings societies 
and mutual savings banks. 

“(d) No money held in a fiduciary capacity, whether as executor, administra- 
tor, guardian, trustee, or otherwise, shall be carried or counted as part of the 
required reserves in any bank or trust company, exclusive of Federal Reserve 
member banks, unless it shall first set aside, earmarked for the trust department, 
United States Government securities having a maturity of not more than one 
year from the date of earmarking for the trust department and having a current 
market value of at least 110 percent of the amount on deposit. 

“(e) If the reserve of any corporation comprehended by this section shall be 
less than prescribed by general regulations issued by the State Bank Commis- 
sioner, the corporation shall not make any new loans or discounts, other than 
discounting bills of exchange payable on sight, nor shall the corporation declare 
or pay any dividends until the full amount of its reserve shall have been restored. 
Upon failure of any corporation to make good its reserve within 30 days after 
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notice from the State Bank Commissioner, the Commissioner may treat such 
corporation as in an unsound condition and may proceed against it accordingly.” 
§ 128. Reserve requirement for Federal Reserve System members 

“The Commissioner, in determining, in the course of his examination, the 
amount of lawful money reserve required under this Code and any other law of 
this State to be maintained, at all times, by State banks and trust companies, 
shall not require those State banks and trust companies that are members of 
the Federal Reserve bank in the Federal Reserve District embracing the State 
of Delaware to maintain a greater reserve than that required by the Federal 
Reserve Act.” 


§ 131. Unsqund condition of bank or trust company ; receivership 


“(a) If the Commissioner deems that the affairs of any bank or trust company 
are in an unsound condition because of illegal or unsafe investments, or that 
its liabilities exceed its assets, or that it is transacting business without author- 
ity or in violation of this Code or any other law, or that it is unsafe or inexpedi- 
ent for such corporation to continue business, he shall communicate the facts 
to the Attorney General who shall file in the Court of Chancery in any County 
where the bank or trust company is doing business a complaint setting forth 
the facts and applying for an order requiring the bank or trust company to show 
cause why its business should not be closed. 

““(b) In a proper case made, the Court shall have power to appoint a receiver 
to take charge of, settle and close up the affairs of the bank or trust company 
under the direction of the Court, and to enjoin it from doing business, or to make 
such other order or decree as the circumstances shall warrant and to the Court 
shall seem proper. The Court may make such rules and regulations, and such 
orders and decrees in the premises as it shall deem proper. 

“(c) The receiver to be appointed shall be the Commissioner or, in his absence 
or disability, a Deputy Commissioner. Neither the Commissioner nor the Deputy 
Commissioner shal! receive any extra compensation for acting as receiver. 

“(d) The Court may vest the receiver with full power and authority to borrow 
such sum or sums of money as the Court shall determine in order the more readily 
or expeditiously to settle the affairs of the bank or trust company and to make 
payments to its creditors, depositors or stockholders. Such borrowing may be 
from any public or governmental or quasi public or quasi governmental corpo- 
ration, board, commission or other agent or from any source whatsoever, and 
the Court may authorize the receiver to secure any loan by the pledge of any 
of the property or assets of the bank or trust company, and to give the lender 
a preference as to the pledged property and assets over the other creditors of 
the bank or trust company. 

DISTRICT OF COLUMBIA 


(2 District of Columbia Code of 1951, Title 26, with 1957 Supplement) 


§ 26-102. Examination by Comptroller of the Currency; section 84 of Title 12, 
United States Code, extended to banks and trust companies; Reserves. 


“* * * (c) Each bank and trust company doing business in the District of 
Columbia and not a member of the Federal Reserve System shall within six 
months from arch 4, 1933, establish and maintain reserves on the same basis and 
subject to the same conditions as may by law on March 4, 1933, or thereafter be 
prescribed for national banks located in the District of Columbia, except that 
such reserves shall be established and maintained at such agency or agencies 
which shall have the approval of the Comptroller of the Currency: Provided, 
however, (1) That the required reserves carried by such bank or trust com- 
pany with an agency or agencies may, under the regulations and subject to such 
penalties as may be prescribed by the Comptroller of the Currency, be checked 
against and withdrawn by such bank or trust company for the purpose of meeting 
existing liabilities, and (2) that no such bank or trust company shall at any 
time make new loans or shall pay any dividends unless and until the total re- 
serves acquired by law shall be fully restored.” 

Nore.—Nection 26-102 of the 1951 District of Columbia Code, provides that each 
bank and trust company doing business in the District of Columbia maintain the 
same reserves prescribed for national banks located in the District. The Sup- 
plement to Regulation D, issued by The Board on April 17, 1958, in a supplement 
to Regulation D, reduced the reserves required to be maintained against demand 
deposits by each reserve city member bank to sixteen and one-half percent of 
its net demand deposits, effective April 24, 1958. 
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As a result of the Board’s action, effective March 1, 1957, continuing the City 
of Washington, D.C., as a reserve city and the fact that all national banks are 
members of the System, the reserves required to be maintained against demand 
deposits by banks and trust companies located in the District have, accordingly, 
been reduced to sixteen and one-half percent of net demand deposits. 


FLORIDA 


(19 Florida Statutes, Annotated, Title XXXVI, 1958 Cumulative Annual 
Pocket Part) 
§ 659.16. Cash reserves 

“(1) Every bank shall at all times have available in cash an amount equal to 
at least twenty percent of the aggregate amount of its deposits. Such portion of 
said reserve as the bank may desire may be invested in bonds and securities of 
the United States and bonds and securities guaranteed as to principal and inter- 
est by the United States, owned and unpledged by the bank, or which are in excess 
of the total deposits which they are pledged to secure, and balances payable 
on demand, due to the company from banks with whom such company may keep 
its current account. 

“(2) Whenever the lawful reserve of any such bank as defined in subsection 
(1) shall be below the amount of twenty percent of its deposits, such bank shall 
not increase its liabilities by making any new loans or discounts otherwise than 
by discounting or purchasing of bills of exchange payable at sight, nor making 
any dividends of its profits until the required proportion between its deposits and 
its lawful money of the United States has been restored. The commissioner may 
notify any bank whose lawful money reserves shall be below the amount above 
required to be maintained to make good such reserve, and if such bank shall fail 
in thirty days thereafter so to make good its reserve of lawful money, the 
commissioner may appoint a liquidator to wind up the business of the bank as 
provided in § 661.10.” 


§ 656.10. Reserve against indebtedness 







































“All Morris Plan banks shall establish a reserve, against the deposits, invest- 
ment certificates, contracts or agreements described in subsection (3) of § 656.06, 
of not less than ten percent of the amount of indebtedness thus created; three 
percent of this indebtedness shall be in cash in the actual possession of the Morris 
Plan bank or on demand deposit in other approved banks of this state, and seven 
percent of the total indebtedness may be in marketable securities; provided, 
however, That such deposits, investment certificates, contracts or agreements as 
are issued under authority of subsection (3) of § 656.06 and are held by the 
Morris Plan bank as security for its own loans, shall not be considered as an 
indebtedness for which a reserve must be maintained under this section.” 


§ 656.16. Cash reserves [Industrial Savings Banks | 


“(1) Every bank shall at all times have available in cash an amount equal to at 
least fifteen percent of the aggregate amount. of its deposits. Such portion of 
said reserve as the bank may desire may be invested in bonds and securities of the 
United States and bonds and securities guaranteed as to principal and interest by 
the United States, owned and unpledged by the bank, or which are in excess of 
the total deposits which they are pledged to secure, and balances payable on de- 
mand, due to the company from bunks with whom such company may keep in 
current account. 

(2) Whenever the lawful reserve of any such bank as defined in subsection 
(1) shall be below the amount of fifteen percent of its deposits, such bank shall 
not increase its liabilities by making any new loans or discounts otherwise than 
by discounting or purchasing of bills of exchange payable at sight, nor making 
any dividends of its profits until the required proportion between its deposits 
and its lawful money of the United States has been restored. The commissioner 
may notify any bank whose lawful money reserves shall be below the amount 
above required to be maintained to make good such reserve, and if such bank 
shall fail in thirty days thereafter so to make good its reserve of lawful money, 
the commissioner may appoint a liquidator to wind up the business of the bank 
as provided in § 661.10.” 
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GEORGIA 


(Georgia Code of 1933, Title 13, With 1958 Cumulative Pocket Part) 
§ 13-2027. Reserve 

“Every bank whose deposits are subject to check shall at all times maintain a 
reserve of 15 percent of the amount of its demand deposits, and five percent of 
the amount of its savings and time deposits. Savings banks and trust companies 
whose deposits are not subject to check without notice shall maintain a reserve 
of five percent of the amount of their deposits. Such reserve shall consist of 
lawful money of the United States, gold certificates, silver ecrtificates, Federal 
Reserve or nafional bank notes, in the office and vaults of the bank, and of moneys 
on deposit subject to call with other banks or bankers, such banks or bankers 
to be approved by the Superintendent of Banks: Provided, That the reserve 
against savings and time deposits-may be invested in bonds of the United States 
or of this State, at the market value thereof: Provided, That any bank which 
is a member of the Federal Reserve System may in lieu of the reserve herein 
required keep and maintain such reserve as is required under the Acts of Con- 
gress relating tu Federal Reserve banks. Demand deposits within the meaning 
of this section shall comprise all deposits payable within 30 days, and time 
deposits shall comprise all deposits payable after 30 days, and all savings ac- 
counts and certificates of deposit which are subject to not less than 30 days’ 
notice before payment: and Provided, That a bank shall have the right to pay 
checks drawn upon it when presented by any bank, banker, trust company, or 
any agent thereof, either in money or in exchange drawn on its approved Reserve 
agents, and to charge for such exchange not exceeding one-eighth of one percent 
of the aggregate amount of the checks so presented and paid. 

“So-called private banks or private bankers, doing a banking business in the 
State of Georgia. and not within the definition of a ‘bank,’ as defined in the 
banking laws of Georgia, shall have the right to pay checks drawn upon it or 
them when presented by any bank, banker, trust company, or any agent thereof, 
either in money or in exchange drawn on its approved reserve agents, and to 
charge for such cash payment or exchange check, an exchange charge of not ex- 
ceeding one-eighth of one percent of the aggregate amount of the check or checks 
so presented and paid. The phrase ‘approved reserve agent’ as used in this 
paragraph, shall apply to and be understood to mean such banks as operate under 
the Georgia State banking law as approved by the State Superintendent of Banks, 
and/or national banks operating under the supervision of the Comptroller of 
the Currency.” 


§ 138-2028. Reserve not maintained 


“Whenever the reserve of any bank shall fall below the amount of 15 percent 
of its demand deposits and five percent of its savings and time deposits not sub- 
ject to check and whenever the reserve of any savings bank or trust company 
whose deposits are not subject to check shall be below five percent of its deposits, 
such bank, savings bank or trust company shall not increase its liabilities by 
making any new loans or discounts otherwise than by discounting or purchasing 
bills of exchange at sight, nor shall any dividend be declared out of the profits 
of such bank, savings bank, or trust company, until the required proportion 
between the aggregate amount of its deposits and the amount to be held as a 
reserve has been restored. The Superintendent of Banks may notify any bank, 
savings bank or trust company, whose reserve shall be below the amount re- 
quired to be kept on hand, to make good such reserve; and if such bank, savings 
bank or trust company shall fail within 30 days thereafter to make good its 
reserve, the Superintendent of Banks may take charge of the business and 
assets of said bank, saving bank or trust company, as in other cases herein 
provided.” 


§ 13-205. Insolvency defined 


“A bank shall be deemed to be insolvent, first, when it cannot meet its lia- 
bilities as they become due in the regular course of business; second, when the 
actual cash market value of its assets is insufficient to pay its liabilities to 
depositors and other creditors; third, when its reserves shall fall under the 
amount herein required and it shall fail to make good such reserve within 30 
days after being required to do so by the Superintendent of Banks.” 
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HAWAII 


(2 Revised Laws of Hawaii 1955, Title 23, with 1957 Session Laws) 


§ 178-50. Amount of reserve; regulations and restrictions 


“Every bank shall have on hand at all times in actual money of the United 
States an amount equal to at least twelve percent of the total demand deposits, 
and five percent of the total time deposits of the bank; provided, that fifty per- 
cent of the reserve required by law to be maintained may be deposited, payable 
on demand, in banks or trust companies (in the Territory or elsewhere) approved 
by the treasurer of the Territory; the balance of such reserve shall be cash 
in the vaults of the bank. Every savings bank or the savings department of any 
bank shall at all times maintain total reserves equivalent to five percent of the 
aggregate amount of saving deposits: Provided, That fifty percent of the reserve 
required by law to be maintained may be deposited, payable on demand, in banks 
or trust companies (in the Territory or elsewhere) approved by the treasurer 
of the Territory; the balance of such reserve shall be cash in the vaults of the 
bank; provided, further, that banks in the Territory having deposits in banks 
in the city of Honolulu may have on deposit in such banks fifty percent of the 
cash required to be kept for commercial and savings deposits. No bank shall be 
required to maintain any reserve on deposits of the United States, deposits of 
the postal savings funds, secured deposits of the Territory, and any county 
thereof. If any bank becomes a member of the Federal Reserve System, it shall 
comply with the reserve requirements of the Federal Reserve Act and its amend- 
ments, and its compliance therewith shall be deemed a compliance with the 
provisions of this section relative to reserves.” 

§ 178-51. Deficiency in reserve; loans prohibited 

“Whenever the reserve of any bank falls below the amount required by this 
part to be maintained, such bank shall not increase its loans and discounts 
other than the discounting or purchasing of bills of exchange payable at sight 
or on demand, nor increase the investment of its funds or distribution of its 
profits until the reserve required by this part is restored.” 

§ 178-52. Deficiency in reserve; failure to make good; insolvency proceedings 

“Whenever the reserve of any bank is found by the treasurer to be less than 
the amount required by this part, the treasurer shall notify such bank to make 
good such reserve, and in case the bank fails for a period of thirty days to make 
good such reserve, the bank may be proceeded against as provided in this part 
for insolvency.” 


§ 178-53. Deposit in approved bank of funds 


“No bank mentioned or defined in sections 178-2 to 178-5 shall deposit any of 
its funds with another bank, except in a Federal Reserve bank, unless such other 
bank has been designated a depository for the bank’s funds by a vote of a majority 
of the directors of the depositing bank, in which case such bank shall not deposit 
therewith funds in an amount in excess of twenty-five percent of its paid-up and 
unimpaired capital and surplus or allocated aggregate paid-up capital and 
surplus: Provided, That if the receiving bank, so designated, has been approved 
by the treasurer as a reserve bank for the purpose of receiving the depositing 
bank’s reserve funds such depositing bank may deposit with such receiving bank 
funds in an amount equal to but not to exceed three hundred percent of its paid-up 
and unimpaired capital and surplus or allocated aggregate paid-up capital and 
surplus; Provided, further, That the aggregate of all deposits in banks not chart- 
ered under the laws of the United States, or any State or Territory in the United 
States, shall at no time exceed twenty-five percent of the aggregate paid-up and 
unimpaired capital and surplus or allocated aggregate paid-up capital and surplus. 
The treasurer may waive the foregoing restrictions to such an extent as he may 
consider advisable upon an affirmative showing having been made to him that 
the interest of all concerned will be better served by such waiver.” 

§$ 178-37. Federal reserve system ; membership in 
+ * * os * * = 

“A compliance on the part of any such bank with the reserve requirements of 
the Federal Reserve Act shall be held to be a full compliance with those provisions 
of the laws of the Territory which require banks to maintain cash reserves in their 
vaults or with other banks, and no such bank shall be required to carry or main- 
tain reserve other than as required under the terms of the Federal Reserve Act. 
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Any such bank shall continue, however, to be subject to the supervision and 
examination required by the laws of the Territory, notwithstanding the Federal 
Reserve Board shall have the right, if it deems necessary, to make examinations. 
The treasurer of the Territory may disclose to the Federal Reserve Board, or to 
examiners duly appointed by it, all information in reference to the affairs of any 
territorial bank which has become, or desires to become, a member of a Federal 
Reserve bank.” 

IDAHO 


(5 Idaho Code, Title 26, with 1957 Cumulative Pocket Supplement) 


: § 26-102. Definition of bank; Classes of banks 


“The word ‘bank’ as used in this act, shall be construed to mean any incorporated 
bank or institution (except national banks) which shall have been incorporated to 
conduct the business of receiving money on deposit, or transacting a trust business 
as herein defined, and shall be construed to include any individual, copartnership, 
or unincorporated association engaged in the banking business as herein defined, 
on the date this act becomes effective. 

“The soliciting, receiving or accepting of money or its equivalent on deposit 
as a regular business shall be deemed to be doing a banking business, whether 
such deposit is made subject to check, or is evidenced by a certificate of deposit, 
a passbook, a note, a receipt, or other writing: Provided, That nothing herein 
shall apply to or include money or its equivalent left in escrow or left with the 
agent pending investment in real estate or securities for or on account of his 
principal. 

* * * * ji % * * 

“Banks are divided into the following classes : 

“a. Savings Banks. 

“b. Commercial Banks. 

“ce, Trust Companies.” 
§ 26-501. Reserve 

“Every bank, not a member of the Federal Reserve System, shall, at all times, 
have on hand as a reserve, an amount equal to at least fifteen percent of its aggre- 
gate deposits, in cash in its vaults or held on deposit, subject to check, with any 
other bank or banks, which shall have been approved by the commissioner as 
reserve depositories: Provided, however, That thirty-three and one-third percent 
of such reserve may consist of United States government bonds not hypothecated. 

“Any bank which is or becomes a member of the Federal Reserve System, shall 
comply with the reserve requirements of the Federal Reserve Act.” 


§ 26-213. Federal Reserve ; Membership in 




















* * * * * ~ - 

“Any bank incorporated under the laws of this State which is or which becomes 
a member of a Federal Reserve bank is by this act vested with all powers con- 
ferred upon member banks of the Federal Reserve banks by the terms of the 
Federal Reserve Act, as fully and completely as if such powers were specifically 
enumerated and described herein, and all such powers shall be exercised subject 
to all restrictions and limitations imposed by the Federal Reserve Act, or by 
regulations of the Federal Reserve Board, made pursuant thereto. The right, 
however, is expressly reserved to revoke or to amend the powers herein conferred. 

“A compliance on the part of any such bank with the reserve requirements 
of the Federal Reserve Act shall be held to be a full compliance with those 
provisions of the laws of this State which require banks to maintain cash 
balances in their vaults or with other banks, and no such bank or trust company 
shall be required to carry or maintain reserve other than such as is required 
under the terms of the Federal Reserve Act. Any such bank shall continue to 
be subject to the supervision and examinations required by the laws of this 
State, except that the Federal Reserve Board shall have the right, if it deems 
necessary, to make examinations; and the authorities of this State having 
supervision over such bank may disclose to the Federal Reserve Board or to 
examiners duly appointed by it, all informativn in reference to the affairs 
of any bank which has become or desires to become a member of a Federal 
Reserve bank.” 
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§ 26-502. Diminution of reserve 

“When the reserve of any bank falls below the amount herein required to 
be kept, such bank shall not increase its loans or discounts otherwise than by 
discounting or purchasing bills of exchange, payable at sight or on demand, 
until its reserve is fully restored; and the department of finance shall notify 
any bank whose reserve may be below the amount required herein to make good 
such reserve, and in case the bank fails for thirty days thereafter to make good 
such reserve, or continually allows its reserve to fall below the required amount, 
the commissioner may, in his discretion, proceed as in this act provided for 
such cases.” 
§ 26-901. Grounds for closing bank 


“Whenever it shall appear to the department of finance that : 

* * * * * * * 

“5. That its reserve has fallen below the amount required by law and it has 
failed to make good such reserve within thirty days after being requested to 
do so by the commissioner, or, without such notice, if a majority of the directors, 
in writing, notify the commissioner that such reserve cannot be made good 
within thirty days, or if it is continually allowing its reserve to fall below the 
required amount; or 

as * 1k cg * ae * 


“The commissioner himself, or his duly authorized agent upon express author- 
ity from the commissioner, may, in his discretion, close said bank and take 
possession of all the books, records, assets and business of every description of 
such bank, and hold the same and retain possession thereof until such bank 
shall be authorized by him to resume business, or its affairs be liquidated as 
herein provided, and he shall do so in cases where a bank comes into his hands 
voluntarily, or in the manner provided by law. 

“The powers and authority conferred on the commissioner by this section, 
except in cases of voluntary surrender, shall be considered as discretionary 
and not as mandatory, and so long as a commissioner acts in good faith in the 
matter, neither he nor his deputies shall be held liable civilly or criminally or 
upon their official bonds in any action taken thereunder or for any failure to act 
thereunder.” 


§ 26-1606. Retention of certain proportion of deposits 

“Every such savings bank, as provided in this act, and trust company main- 
taining a savings department but not engaged in commercial banking, as provided 
in the State banking law, shall have on hand at all times, in actual eash in its 
vaults, not less than five percent of its savings deposits.” 


ILLINOIS 


(Smith-Hurd Illinois Annotated Statutes With 1958S Cumulative Annual Pocket 
Part) 


CHAPTER 1614; BANKS 


§ 151. Capital impairment, etc. ; correction 
“If the Director with respect to a State bank shall find : 

“(1) Its capital is impaired or it is otherwise in an unsound condition; 
or 

“(2) Its business is being conducted in an unlawful, fraudulent or unsafe 
manner ; or 

“(3) Itis unable to continue operations ; or 

“(4) Its examination has been obstructed or impeded; the Director may 
give notice to the board of directors of his finding or findings. If the 
situation so found by the Director shall not be corrected to his satisfaction 
within sixty days after receipt of such notice, the Director at the termination 
of said sixty days shall take possession and control of the bank and its 
assets as in this Act provided for the purpose of examination, reorganization 
or liquidation through receivership.” 
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§ 5. Issuance, recording of certificate to commence business 

“When the directors have organized, as provided in section 4 of this act, and 
the capital stock of such association shall have been ail fully paid in and 
record of the same laid before the Auditor, together with an affidavit signed 
hy each subscriber to the capital stock of such association stating that he is the 
owner of property in his own right, not including any stock of such association, 
in excess of all indebtedness of market value at least equal to the par amount of 
stock subscribed for by him, and in the event any such person shall make a 
fraudulent affidavit he shall be guilty of perjury, the Auditor shall by himself 
or some compétent person of his appointment, make a thorough examination into 
the affairs of such association, and if satisfied the authorized capital has been 
paid in, and that the association has the full amount dedicated to the business, 
including a surplus which shall-be not less than ten (10) percent of the capital, 
and a reserve for operating expenses of at least five (5) percent of the capital 
and when they pay into the Auditor’s office the reasonable expenses of such 
examination, as determined by the Auditor, he shall give them a written or 
printed certificate under seal authorizing them to commence the business desig- 
nated in section 1 of this act. * * *” 


INDIANA 


(5 Burns Indiana Statutes Annotated, Title 18, With 1957 Cumulative Pocket 
Part) 

§ 18-1401. “Demand deposits” and “Time depasits” : Definitions 

“As used in section 207 [§ 18-1402] of this act, the term ‘demand deposits’ 
shall comprise all deposits payable on demand without notice, and the term 
‘time deposits’ shall comprise all other deposits, including all savings accounts 
and certificates of deposit which are subject to notice before payment, and all 
postal savings deposits.” 


§ 18-1402. Establishment of reserve balances 


“Every bank or trust company shall establish and maintain reserve balances 
equal to not less than twelve and one-half [12%] percent of the aggregate 
amount of its demand deposits and three [3] percent of its time deposits. The 
reserve balances so maintained may be kept in its own vaults or with other 
banks or trust companies. The department shall prescribe the basis for ascertain- 
ing the deposits against which required balances to be maintained hereunder 
shall be determined.” 


§ 18-1405. Computation of reserves ; Other than prescribed methods 

“The department, under such general rules and regulations as it may prescribe, 
and which shall apply to all banks and trust companies alike, may permit all 
banks and trust companies to establish and maintain reserve balances upon 
some other or different basis, or according to some other or different method 
or system than that established by sections 206 and 207 [§$§ 18-1401, 18-1402] 
of this act.” 
§ 18-1403. Withdrawal of reserve balance 

“The reserve balance which every bank and trust company is required to 
earry, under the provisions of section 207 [§ 18-1402] of this act, may, under such 
regulations as may be prescribed by the department, be checked against and 
withdrawn by such member bank or trust company for the purpose of meeting 
existing liabilities, but no bank or trust company shall at any time make any 
new loans or pay any dividends unless and until the total balance required by 
law is fully restored.” 


§ 18-1404. Federal Reserve member 


“Any bank or trust company which is or which may become a member of the 
federal reserve system and shall keep and maintain the reserves required by 
the Federal Reserve Act, shall be held to have complied fully with the provisions 
of section 207 [§ 18-1402] of this act.” 

§ 18-2622. Reserve, deposit 

“The trustees (of savings banks) may keep in reserve not exceeding twenty 

[20] percent of the total amount of deposits without investment, or deposit the 


same on call with or without interest, in any bank organized under the laws of 
this State or in any bank organized under the laws of the United States, or under 
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the laws of any state in the United States: Provided, That no such deposit shall 
be made outside of the state of Indiana, as aforesaid, without the approval of 
the department of financial institutions.” (Parenthetical material added.) 
§ 18-3113. Reserve balances 

“Every company issuing any such certificates of indebtedness or investment 
shall at all times maintain a reserve balance equal at least to five [5] percent of 
the total amount paid in on all of its outstanding certificates of indebtedness 
or investment, which said reserve balance shall consist of cash on hand or on 
demand deposit with a solvent and going bank or trust company. If at any time 
such reserve balance shall be reduced below the amount herein prescribed, such 
company shall not issue any additional certificates of indebtedness or investment 
nor make any new loans or pay any dividends until such reserve balance shall 
have been fully restored to the amount herein prescribed. All of the officers and 
such of the directors as participate in violating any of the provisions of this 
section shall be jointly and severally liable to the holder or holders of any cer- 
tificates of indebtedness or investment issued when such reserve balance is below 


the amount herein prescribed for any loss suffered or sustained by them accruing 
by reason of such violation.” 


Iowa 
(31 Iowa Code Annotated, Title 21, With 1958 Cumulative Annual Pocket Part) 


CHAPTER 528. GENERAL PROVISIONS RELATING TO BANKS AND TRUST COMPANIES 
§ 528.69. Cash reserve fund required 


“State and savings banks and trust companies doing a commercial business and 
not located in a Reserve city as now or hereafter defined under the provisions 
of the Federal Reserve Act, as amended, shall hold and maintain an actual net 
balance equal to not less than seven percent of the aggregate amount of its demand 
deposits and three percent of its time deposits. 

“State and savings banks and trust companies doing a commercial business and 
that may be located in reserve cities as now or hereafter defined by the federal 
reserve act [38 Stat. L. 251] as amended shall hold and maintain an actual net 
balance equal to not less than ten percent of the aggregate amount of its demand 
deposits and three percent of its time deposits: Provided, That if located in the 
outlying districts of a Reserve city or in territory added to such a city by the 
extension of its corporate charter it may, upon the approval of the superintendent 
of banking and state banking board, hold and maintain reserve balances specified 
for those banks not located in reserve cities. 

“All savings banks doing exclusive savings bank business shall at all times 
keep a cash fund equal to eight percent of their deposits. 

“Kighty-five percent of such Reserve fund required under the provisions of this 
section for all banks and trust companies located either in or outside of reserve 


cities may be kept on deposit subject to call, with other banks organized under 
State or national laws.” 


§ 528.68. Reserve funds of members Federal Reserve 

“Any State bank, savings bank, or trust company incorporated under the laws 
of this State, which is or hereafter may become a member of the Federal Reserve 
Bank System of the United States of America, shall be required to carry during 
the period of such membership only such cash reserve funds as may be required 
from time to time to be maintained by national bank members of said Federal 
Reserve Bank System.” 

KANSAS 


(General Statutes of Kansas, Annotated, 1949, With 1957 Supplement) 


CHAPTER 9. BANKS AND BANKING 
§ 9-701. Definitions 
“Unless otherwise clearly indicated by the context, the following words 
when used in this act, for the purposes of this act, shall have the meanings 
respectively ascribed to them in this section : 
2 * ° * a o . * 
“(g) ‘Demand deposits’ shall mean all deposits payable upon demand or 
within thirty days after demand; and also certificates of deposit maturing 
within thirty days. 
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“(h) ‘Time deposits’ shall mean all deposits upon which payment need not 
be made within thirty days.” 


§ 9-702. Banking defined 


“Any individual, firm or corporation, except a national bank, who shall re- 
ceive money on deposit, whether on certificates or subject to check, or any 
individual, firm or corporation, except railroad, transoceanic steamship, air 
transport, telegraph or Morris Plan companies, or building and savings and 
loan associations, or national banks, or express companies engaged in an in- 
ternational financial and travel business, which shall receive money for which 
it issues its check, draft, bill of exchange, or other evidence of indebtedness 
for which it charges a fee, shall be considered as doing a banking business, 
and shall be amenable to all the provisions of this act: Provided, That promis- 
sory notes issued for money received on deposit shall be held to be certificates 
of deposit for the purposes of this act.” 

§ 9-1001. Reserves 

“Kach bank shall hold and maintain a reserve consisting of: (1) At least 
twenty percent of the current aggregate amount of deposits due other banks; 
(2) at least twelve and one-half percent of the current aggregate amount of 
all other demand deposits; and (38) at least five percent of the current ag- 
gregate amount of its time deposits. Said reserves shall be kept in cash in 
its vaults or in net balances with correspondent Federal Reserve banks, na- 
tional banks or State banks of this and other States, or both; but none .of 
the stockholders of such depository bank shall be stockholders in the de 
positing bank, except when approved by the commissioner. In computing 
the reserve requirements the current aggregate amount of such deposits as 
are specifically secured by the assets of the bank shall not be included. No 
bank shall make any new loan or pay any dividend unless, at the time, the 
required reserves are maintained.” 


§ 9-1002. Computation of reserves 


“The commissioner may refuse to consider as a part of any reserve of any 
bank, any funds in another bank any of whose stockholders are stockholders 
of the depositing bank, or which shall neglect or refuse to furnish him, with 
information asked for relating to its solvency or concerning its business with 
the depositing bank.” 


§ 9-1003. Suspension of reserve requirements 


“The State recognizes that the assets of a bank may exceed its liabilities 
and yet the assets may not be made immediately liquid. Hence, it is de- 
clared to be the policy of this State that such bank should be entitled to pro- 
tection from other provisions of this act, when the commissioner deems it 
expedient, and for that purpose and to that end the commissioner may sus- 
pend for any bank any reserve requirements contained in this act for a pe- 
riod not to exceed thirty days, and from time to time renew such suspension 
for periods not to exceed fifteen days. In pursuance of this same policy the 
commissioner, with the approval of the board, may suspend for all. banks 
any reserve requirement contained in this act for a period of not to exceed 
forty days, and from time to time renew such suspension for periods not to 
exceed forty days.” 


§ 9-1004. Failure to restore reserves 

“Any bank whose reserves are below those required by this act, and which 
bank shall refuse to comply with any requirement of the commissioner as to 
such reserve, or shall fail to restore its reserves within a period of thirty 
days after being notified so to do, may be deemed insolvent, and the com- 


missioner may take possession of such bank and proceed in the manner pro- 
vided by law concerning insolvent banks.” 


CHAPTER 17. CORPORATIONS 


§ 17-2003. Requirements of companies receiving deposits 


“Any trust company which shall receive deposits as herein provided shall 
keep on hand at all times a sum equal to twenty-five percent of its deposits 
subject to check, and ten percent of its time deposits, in the same manner and 
subject to the same rules as is provided for State banks: Provided, That United 
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States bonds and demand loans secured by United States, State, county or 
municipal bonds of the cash value of such loans shall be accepted and considered 
as a part of the legal reserve of such trust company in lieu of deposits in banks.” 


KENTUCKY 
(Baldwin’s Kentucky Revised Statutes, With 1958 Legislative Issue) 
CHAPTER 287. BANKS AND TRUST COMPANIES 


§ 187.010. Construction of chapter 


““(1) As used in this chapter, unless the context requires otherwise : 
“(a) ‘Bank’ includes every corporation authorized by this chapter to doa 
banking business ; 
“(b) ‘Direetor of banking’ means the Commissioner of Banking ; 
“(¢) ‘Division’ means the Department of Banking; 
“(d) ‘Population’ means the population as indicated by the latest regular 
United States census ; and 


“(e) ‘Trust company’ includes every corporation authorized by this chapter 
to do a trust business.” 


§ 278.300. Amount of deposits to be kept on hand; Federal reserve members 


“(1) Each bank and trust company, organized under the laws of this state and 
authorized to receive deposits, shall keep on hand, at all times, at least seven 
percent of its total demand deposits and three percent of its total time and 
savings deposits; and, in cities which are reserve or central reserve cities, under 
the Federal Reserve Act (38 Stat. 251) as amended, at least ten percent in 
reserve cities and thirteen percent in central reserve cities of its total demand 
deposits and three percent of its total time and saving deposits. One-third of 
all reserves required by this subsection shall be in money and the remainder 
may be in balances due from other banks and subject to call. 

““(2) The Director of banking, in his discretion, may require any bank or trust 
company organized under the laws of this state to keep-on hand not exceeding 
twice the amount of deposits required to be kept on hand by subsection (1), but 
such requirement shall not require any greater amount of cash to be kept on 
hand than is required by subsection (1). 

“(3) Any bank or trust company, ineorporated under the laws of this state, 
which becomes a member of a Federal Reserve Bank, shall be subject to all the 
provisions of the Federal Reserve Act and its amendments, and the regulations 
of the Federal Reserve Board applicable to such bank or trust company, and 
shall have all the powers and assume all the liabilities conferred and imposed 
by the Act in regard to state member banks. Such bank or trust company shall 
comply with the reserve requirements of the Federal Reserve Act and its amend- 
ments, and such compliance shall relieve the bank or trust company from com- 
plianee with the laws of this state relating to the maintenance of reserves. 

(4) As used in this section : 

“(a) ‘Demand deposits’ include all deposits payable within thirty days; 
and 

“(b) ‘Time deposits’ include all deposits payable after thirty days and all 
savings accounts and certificates of deposit which are subject to not less 
than thirty days notice before payment.” 


287.490. Reports to be made to director ; contents 


“(1) Every institution under the supervision of the division shall make a 
written report to the director of banking whenever required by him to do so. The 
director shall not require more than five reports from any one institution in any 
one year, unless he deems it necessary in order to obtain complete information, 
and each report shall be verified by the oath of the corporation’s president or 
vice president, and its secretary, or cashier, or two principal officers. 

“(2) The reports shall show the actual condition of the bank making the report 
at the close of business on a date designated by the director of banking and shall 
specify : 

“(a) The amount of its capital stock and the number of shares into which 
it is divided ; 

“(b) The names of the directors, and the number of shares of stock held 
by them; 


38423—59——-14 
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“(c) The total amount of capital actually paid in, and the total amount 
of surplus and other reserve funds ; 

“(d) The total amount due depositors, and all other liabilities ; 

“(e) The total amount and character of overdrafts secured, overdrafts not 
secured and all other assets ; 

“(f) The amount at which the lot and building occupied by the bank for 
the transaction of its business stands debited on its books, and the market 
value of all other real estate held, and how acquired, the amount at which 
it stands debited on the books, and where situated ; 

“(g) The amount loaned on real estate ; 

“(h). The indebtedness or liability-of each officer, and of each director to 
the bank’; 

“(i) The amount invested in bonds and stocks; 

“(j) The amount loaned on stocks and bonds, on other securities, com- 
mercial paper and other notes and bills; 

“(k) The actual amount of money on hand and on deposit in other banks, 
and the name of such banks where deposited ; 

“(1) Any other property held, or money loaned, deposited, invested or 
placed not otherwise mentioned in this section, and the place where situated 
and the vaine of the property, and the amount loaned, deposited, or placed; 
and 

“(m) Any other information required by the director of banking.” 

§ 287.510. Procedure when bank’s reserve is low 

“Whenever the reserve of any bank falls below the amount required, such 
bank shall not in any way increase its liabilities by making any new loans or 
discounts otherwise than by purchasing or discounting bills of exchange pay- 
able at sight, or on demand. The director of banking may notify any bank 
whose reserve is below the amount required to make good such reserve, and 
if the bank fails for thirty days thereafter to make good its reserve, the director 
of banking may, with the consent of the Attorney General, institute proceedings 
for the appointment of a receiver to wind up the business of the bank.” 


LOUISIANA 


(2 Louisiana Revised Statutes, Title 6, With 1958 Cumulative Annual Pocket 
Part) 


§ 6:249. Cash reserve; demand deposits 

“Every banking association shall at all times have and maintain.a money 
reserve in lawful money of the United States or in cash due from other banks 
or bankers, an amount equal to twenty percent of the aggregate amount of its 
demand deposits. For the remainder of its liabilities for demand deposits 
there shall be kept on hand an amount equal thereto in lawful money of the 
United States, or cash due from other banks or bills of exchange or discounted 
paper maturing within not more than one year, er bonds, stocks, or securities 
of the United States, or of any of the United States, or of any municipalities 
or corporations thereof, public or private, or of the levee boards of Louisiana. 
However, the deposits made in a savings bank, or in the savings department of 
a bank also doing general banking and trust business, which are made on the 
condition that they may not be withdrawn except on notice, shall not be con- 
sidered demand deposits within the meaning of this Section.” 


§ 6:59. Conformity to regulations 


“Any state bank, savings banks, or trust companies which may subscribe for 
stock in the Federal Reserve bank and become members thereof shall conform 
to the regulations of the Federal Reserve bank. However, nothing in R. 8. 
6:58 or 6:59 deprives the State banks, savings banks, or trust companies of 
any of their rights and privileges under this title.” 

§ 6:250. Depleted reserve; notice; forfeitures 

“If at any time the lawful money kept on its premises or cash deposits in 
other banks should fall below the proportion to aggregate deposits prescribed 
in R.S. 6:249 and remain so for the period of ten days, the president of the 
pank shall notify the commissioner within twenty-four hours after the end 
of the ten days of shortage. The bank shall not discount any new paper until 
the proper reserve has been re-established. 
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“Any bank violating this Section shall be fined ten dollars, to be recovered 
by the district attorney, for each day the banking association is in default.” 


MAINE 


CHAPTER 59. BANKS AND BANKING 


(2 Revised Statutes of Maine, 1954 With 1957 Cumulative Supplement) 


§ 115. Cash reserve 

“Every trust company having authority to receive money on deposit shall at 
all times have on hand in the lawful money or national bank notes of the United 
States, as a cash reserve, an amount equal to at least 15 percent of the aggregate 
amount of its deposits which are subject to withdrawal upon demand or within 
10 days; and said reserve may consist of balances payable on demand due from 
any trust company created under the laws of this State, or from any trust com- 
pany located in any of the other New England States or in the State of New 
York, or from any trust company located in any of the States of the United 
States which is a member of the Federal Reserve System or from any national 
bank, and approved by the bank commissioner in writing. Provided, That no 
banking organization not a member of the Federal Reserve System should be 
required to maintain reserves against war loan deposits, that is, deposits pay- 
able to the United States arising solely as a result of subscriptions made by or 
through banking organizations for United States Government securities, which 
are not required by Federal Reserve member banks. Whenever said reserve 
shall be below said percentage of such deposits, such corporation shall not further 
diminish the amount of its legal reserve by making any new loans until the re- 
quired proportion between the aggregate amount of such deposits and its cash 
reserve shall be restored. The bank commissioner is authorized and empowered 
to raise or lower said cash reserve requirements on demand deposits and to 
establish reserves which shall be maintained on time deposits as in his judg- 
ment banking conditions may justify, provided such power to raise and establish 
reserves shall be limited to a percentage of such deposits not in excess of reserve 
requirements which may be from time to time established by the Federal Reserve 
Board. Provided further, That any trust company may become a stockholder 
in a Federal Reserve bank within the Federal Reserve district where said trust 
company is situated, and while such trust company continues as a member bank 
under the provisions of the United States ‘Federal Reserve Act,’ approved De- 
cember 23, 1913, or any acts in amendment thereof, shall be subject to the pro- 
visions of said ‘Federal Reserve Act’ and any amendments thereof relative to 
bank reserves in substitution for the requirements of this section. Every such 
trust company may have and exercise any and all of the corporate powers and 
privileges which may be exercised by member banks under provisions of the 
‘Federal Reserve Act’ or any acts in amendment thereof or in addition thereto. 
All provisions of charters in conflict with this section are void.” 


§ 19—J. Accounting, surplus and dividends 
+ * * * * * € 


“V. Every savings bank shall establish and maintain a surplus, reserve or 
guaranty fund, which at all times shall exceed 5 percent of its existing deposits. 
The fund shall be kept constantly on hand as a security against losses and 
contingencies, and all losses not otherwise absorbed shall be charged against it. 
Should this fund become impaired and fall below 5 percent of the bank’s de- 
posits, it shall be restored by setting aside from current net income an amount 
which together with other amounts so set aside for this purpose during the year 
shall be equal to at least 4% of 1 percent of its deposits, until the fund is restored 
to the required amount. 

“Contributions of corporators to the surplus fund, together with dividends 
declared thereon, may be repaid pro rata to them or their heirs, executors, 
administrators or assigns, in such amounts as will not reduce the surplus fund 
below 5 percent of the amount due depositors, provided the written approval 
of the bank commissioner shall be required before any such repayments can 
be made. In case ‘of the liquidation of the bank before such contributions have 
been repaid, any portion of such contributions not needed for the repayment 
of the expenses of liquidation and the payment of depositors and creditors in 
full may be repaid pro rata.” 
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Industrial banks.—The laws on this subject contain no provisions requiring 
reserves. 









































MARYLAND 
(1 Annotated Code of Maryland, 1957, Article 11, With 1958 Supplement) 


§ 82. “Demand deposits” and “time deposits” defined 


“Demand deposits, within the meaning of this article, shall comprise all de- 
posits payable within thirty days; and time deposits shall comprise all deposits 
payable after thirty days, and all savings accounts and certificates of deposit, 
which are subject to not less than thirty days’ notice before payment.” 

. $77. Reserves ;- requirements 

“Every bank (other than a savings bank without capital stock) shall keep on 
hand at all times a reserve of at least 15 percent of its deposits, payable on de- 
mand; which reserve may be kept:as cash on hand, or on deposit in such bank 
or banks, or trust company or trust companies of the State of Maryland, or 
elsewhere, of good standing, as the board of directors or executive committee by 
resolution may direct. Every bank shail also keep on hand at all times a reserve 
of at least three percent (3%) of their time deposits; which reserve may be 
kept as cash on hand, or on deposit in such bank or banks, or trust company or 
trust companies of the State of Maryland, or elsewhere, of good standing, as the 
board of directors or executive committee by resolution may direct, or in the 
form of direct obligations of the United States Government, or the State of 
Maryland. Every trust company shall keep on hand at all times a reserve of at 
least 10 percent of its deposits payable on demand (not including thereunder, 
however, any deposits made by the City of Baltimore and secured by the 
counter deposits of Baltimore City stock): which reserve shall be kept on de- 
posit in such banks or banks, or trust company or trust companies of good stand- 
ing, either in the State of Maryland or elsewhere, as the board of directors or 
executive committee may direct; and every trust company shall also keep on 
hand, as an additional reserve, at least 5 percent of the amount of such deposits, 
which additional reserve may be kept on deposit in such bank or banks or trust 
company or trust companies as the board of directors or executive committee 
thereof may direct, or in the form of registered or coupon bonds or public stock 
of the United States, or the State of Maryland, or Baltimore City, or of the 
bonds of any county or municipal corporation of this State, which shall be ap- 
proved by the Bank Commissioner. Every trust company shall also keep on hand 
at all times a reserve of at least three percent (3%) of their time deposits; 
which reserve may be kept as cash on hand, or on deposit in such bank or banks, 
or trust company or trust companies of the State of Maryland, or elsewhere, of 
good standing, as the board of directors or executive committee by resolution 
may direct, or in the form of direct obligations of the United States government, 
or the State of Maryland. Cash items shall not be considered as a part of the 
reserve herein required to be kept by either banks or trust companies, but cash 
actually on hand held by a trust company shall be considered as a part of the 
reserve herein first required to be kept by such trust company.” 




















§ 78. Same; Change by Commissioner 


“Whenever the Bank Commissioner, after consultation with the Banking 
Board, shall determine that the maintenance of sound banking practices or the 
prevention of injurious credit expansion or contraction make such action ad- 
visable, he may by regulation change the requirements as to reserves to be main- 
tained against demand deposits or time deposits or both, by banks or trust com- 
panies or both; Provided, That no required reserve shall be in an amount less 
than the percentage specified in § 77 of this article nor more than twice such 
percentage; and Provided further, That in no event shall any such required re- 
serve be increased to an amount in excess of the corresponding reserve require- 
ments applicable to a Federal Reserve System member bank in the same locality.” 


§ 89. Reserves when institution is member of Federal Reserve System 


“Notwithstanding anything in this article contained, any banking institution 
which is a member of the Federal Reserve System, shall not be required to keep 
any reserve or reserves other than those required and prescribed for banking 
institutions which are members of said Federal Reserve System.” 
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§ 90. Proceeding when reserve falls below requirements 
‘“‘Whenever the reserves of any bank or trust company shall fall below the 
amount required herein to be kept, such bank or trust company shall not increase 
its loans or discounts, otherwise than by discounting or purchasing bills of ex- 
change payable at sight on demand, and the Bank Commissioner shall notify any 
bank or trust company whose reserves may be below the amount herein required, 
to make good such reserves, and in case the bank or trust company fails for 
thirty days thereafter to make good such reserve, the Bank Commissioner may 
notify the Governor, and he may direct the Attorney General to institute proceed- 
ings for the appointment of a receiver or to wind up the business of such bank 
or trust company.” 
MASSACHUSETTS 


(5A Annotated Laws of Massachusetts, With 1957 Cumulative Supplement) 





CHAPTER 172. TRUST COMPANIES 


g 72 


§ 73. Reserve; weekly report to Commissioner relative to; penalty 


“Every such corporation shall at all times have on hand as a reserve an 
amount equal to at least fifteen percent of the aggregate amount of its deposits, ex- 
clusive of savings deposits and all time deposits represented by certificates or 
written agreements; but whenever such time deposits my be withdrawn within 
thirty days, they shall be subject to the reserve requirements of this chapter ; 
and every trust company doing business in Boston shall at all times have on 
hand as a reserve an amount equal to at least twenty percent of the aggregate 
amount of its deposits, computed in the same manner, but this provision shall 
not affect such corporations doing business in Boston and located at a distance 
of not less than three miles from the state house. The treasurer of every trust 
company, or other officer or employee thereof charged with the duties and 
functions usually performed by the treasurer, shall report in writing to the 
commissioner once in each week a statement of its reserve for each business 
day of the preceding week. Any such officer or employee who neglects or fails 
to make such report as above provided shall be punished by a fine of not more 


than one thousand dollars or by imprisonment for not more than one year, or 
both.” 


§ 74. Composition of Reserve 


“Not less than one fifth of the required reserve shall consist of lawful money 
of the United States, silver certificates, or notes and bills issued by any law- 
fully organized national banking association or federal reserve bank. The 
remainder, if any, shall consist of balances payable on demand due from any 
trust company authorized to act as reserve agent as provided in the following 
section, or from any member of the Federal Reserve System located in this 
Commonwealth, in a Reserve city in the second, third or fourth Federal Reserve 
district or in a central Reserve city, as designated by or under authority of act 
of Congress, and/or bonds, notes, bills and certificates of indebtedness of the 
United States, or of this Commonwealth, computed at their fair market value, 
which are the absolute property and under the control of such corporation; 
Provided, That not more than two fifths of the minimum reserve required shall 
consist of such bonds, notes, bills and certificates of indebtedness.” 


§$ 75. Corporation may act as Reserve agent 


“The Commissioner may authorize any trust company in Boston to act as 
Reserve agent for trust companies doing business in the Commonwealth; Pro- 
vided, That a trust company shall not keep any part of its reserve in a trust 
company so authorized to act as reserve agent without first obtaining the written 
consent of the Commissioner. Not less than one half of the reserve of such 
trust company acting as Reserve agent shall consist of lawful money of the 
United States, silver certificates or notes and bills issued by any lawfully or- 
ganized national banking association, and the remainder of such reserve may 
consist of balances, payable on demand, due from any trust company in Boston 
authorized to act as Reserve agent as herein provided, or from any national 
banking association doing business either in this Commonwealth, or in the cities 
of New York, Philadelphia or Chicago. No trust company shall keep on deposit 
with any bank not designated as reserve agent a sum in excess of ten percent 
of its own capital stock, surplus account and guaranty fund. The Commissioner 
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may revoke the authority of any trust company to act as reserve agent. Not- 
withstanding the provisions of this section and of sections seventy-three and 
seven-four, the Commissioner may by regulation increase or decrease from time 
to time, in his discretion, the reserves required to be maintained against either 
demand or time deposits.” 
§ 76. Proceedings if reserve less than required 

“If the reserve of any trust company is at any time less than the amount 
which it is required to keep on hand, such corporation shall not make any new 
loans or investments until the required proportion between the aggregate amount 
of its deposits and reserve shall be restored. The Commissioner may notify 
such corporation to make good such reserve, and if it fails so to do for thirty 
days thereafter, he may appoint a conservator of such corporation as provided 
in section eighty-three, or he may proceed to take possession of its property 
and business and liquidate its affairs in the manner provided in sections 
twenty-two to thirty-five, inclusive, of chapter one hundred and sixty-seven.” 


CHAPTER 172A. BANKING COMPANIES 


§ 81. Reserve requirements, if member of Federal Reserve bank 

“A trust company which becomes a stockholder in a Federal Reserve bank 
within the Federal Reserve district where such trust company is situated, and 
while such trust company continues as a member bank under the United States 
‘Federal Reserve Act’ approved December twenty-third, nineteen hundred and 
thirteen, or any acts in amendment thereof, shall be subject to the provisions 
of said ‘Federal Reserve Act’ and any amendments thereof relative to bank 
reserves, in substitution for the requirements of sections seventy-three to 
seventy-five, inclusive.” 

§ 10. Reserve. [Morris plan corporations] 

“Every such corporation shall at all times have on hand as a reserve an amount 
equal to at least fifteen percent of the aggregate amount of its demand deposits, 
referred to in section six A, and five percent of the aggregate amount of its 
certificate funds, exclusive of all certificate funds in any manner pledged to it 
as security for loans. Such reserve shall consist of actual cash, bonds or other 
obligations of the United States computed at their fair market value, and de- 
posits payable on demand due from any trust company in the Commonwealth 
which is a member of the Federal Reserve System, or from any national banking 
association doing business either in this Commonwealth or in the city of New 
York, Phidelphia or Chicago, or from the Federal Reserve Bank of Boston. 

“The treasurer of every'such corporation, or other officer or employee thereof 
charged with the duties and functions: usually performed by the treasurer, 
shall report in writing to. the commissioner once in each week a statement of its 
reserve for each business day of the preceding week. Any such officer or em- 
ployee who neglects or fails to make such report as above provided shall be pun- 
ished by a fine of not more than five hundred dollars ot by imprisonment for not 
more than six months, or both.” 

MICHIGAN 


(17 Michigan Statutes Annotated, Title 23, With 1957 Cumulative Supplement ) 


§ 23.814 Same; commission’s authority, definitions, rules 


“The commission is authorized, for the purposes of section sixty-eight [68] 
of this act, to define the terms ‘payable on demand,’ ‘total deposits,’ ‘time 
deposits,’ ‘savings deposits’ and ‘gross demand deposits,’ and to preseribe such 
rules and regulations as it may deem necessary to effectuate the provisions of said 
section and prevent evasions thereof: Provided, That within the meaning of the 
provisions of said section sixty-eight [68], the term ‘time deposits’ shall include 
‘savings deposits’.” [Section 68 refers to § 23.812 Mich. Stat. Ann.] 


§ 23.812. Reserves; amount; Federal Reserve members exempt; changing of re- 
quirements ; computation; suspension 
“Each bank shall keep on hand or on deposit at all times with one or more 
legal depositaries an actual net balance in cash payable on demand equal to 
at least 12 per cent of the amount of its total deposits: Provided, That any 
bank may invest in obligations of the United States of America or in obliga- 
tions unconditionally guaranteed both as to principal and interest by the United 
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States of America such portion of such 12 per cent reserve as its time and savings 
deposits bear to the total deposits: Provided further, That this section shall not 
apply to member banks under the federal reserve act 

“Notwithstanding the other provisions of this section, the commission, in order 
to prevent injurious credit expansion or contraction, may, upon reasonable 
notice to the banks affected, by regulation change the requirements as to reserves 
to be maintained against total deposits by banks which are not member banks 
under the federal reserve act; but the amount of the reserves required to be 
maintained by any such bank as a result of any such change shall not be less 
than the amount of the reserves required by law to be maintained by such bank 
as of the effective date of this act, not more than twice such amount. 

“In estimating the reserve balances required by this chapter, banks may deduct 
from the amount of their gross demand deposits the amounts of balances due 
from other banks, except [balances due from other banks which constitute such 
reserve balances and balances due from] federal reserve banks and foreign 
banks, and cash items in process of collection payable immediately upon pre- 
sentation in the United States of America, within the meaning of these terms 
as defined by the commission. 

“The commission is empowered to suspend for a period not exceeding 30 days 
and from time to time to renew such suspension for periods not exceeding 15 
days, any reserve requirements specified in this section.” 


§ 23.811. Reserve cities, designations ; legal depositaries, capital, surplus, reports, 
daily statements ; violation 

“The commission shall annually designate and approve certain cities in this 
and any other state as reserve cities for banks which are not member banks 
under the federal reserve act. 

“Any incorporated bank, state or national, in such cities shall be a legal 
depositary for reserve funds referred to in this section, if it shall have a com- 
bined capital and surplus of two hundred and fifty thousand [250,000] dollars 
if located in a city which has a population not in excess of two hundred and fifty 
thousand [250,000], five hundred thousand [500,000] dollars if located in a city 
which has a population of more than two hundred fifty thousand [250,000], seven 
hundred fifty thousand [750,000] dollars if located in a city which has a popula- 
tion of more than five hundred thousand [500,000], and one million five hundred 
thousand [1,500,000] dollars if located in a city which has a population of more 
than one million [1,000,000]. Such bank shall make such reports as the com- 
mission may prescribe and shall submit to such examinations as the commission 
may deem necessary; and shall furnish each depositing state bank a detailed 
daily statement of account of all reserve moneys so deposited on active account. 
Should any bank in any reserve city violate the provisions of this act, the com- 
mission may prohibit such bank from acting as a legal depositary for reserve 
funds.” 


§ 23.813. Same: depletion, restoration 


“Whenever the reserve of any bank shall fall below the amount required by 
this act or the Federal Reserve Act, as the case may be, such bank shall not 
increase its liabilities by any new loans, discounts or investments otherwise 
than by discounting or purchasing bills of exchange payable at sight or on 
demand. A bank, within thirty [80] days after receiving notice from the com- 
mission that its reserves have fallen below the amount so required, shall restore 
and maintain its reserves at the amount required.” 


§ 23.868. Receiver; grounds for appointment; procedure, expenses; possession 
of books and assets pending appointment 
“The following shall constitute grounds for the appointment of a receiver (as 
hereinafter provided) for any bank subject to the provisions of this Act: 


* * * * * * * 


“8. Whenever the lawful reserve of any bank is below the minimum required 


by this act and has not been restored as required by the provisions of this 
act, © oe 


§ 23.961. Reserve requirements 


“Bvery industrial bank shall maintain the same reserve on the amount covered 
by its certificates of investment or deposit, [and deposits payable on demand, 
if any,] to the same extent and in the same manner as banks shall be required 
under chapter three [3] of this act to maintain reserves.” [Reference under 
Chapter 3 is to § 23.812] 
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MINNESOTA 


5 Minnesota Statutes Annotated (With 1957 Cumulative Annual Pocket Part) 








CHAPTER 





48, 





BANKS AND 





TRUST COMPANIES 


§ 48.22. Cash reserves [State banks] 


Subdivision 1: Requirements.—‘It shall always keep a reserve equal to 
15 percent of its demandable liabilities and five percent of its time deposits if 
located in a Reserve city; if not located in a Reserve city, it shall always keep 
a reserve equal to 12 percent of its demandable liabilities and five percent of 
its time deposits; which shall be in cash and balance due from solvent banks. 
No bank shall act as Reserve agent for another without the approval of the 
commissioner if its capital and surplus are less than $25,000. When its reserve 
shall become impaired, it shall. make no new loans or discounts except upon 
sight bills of exchange, nor declare any dividend until the same has been fully 
restored. The term ‘Reserve city,’ as used herein, shall be taken to mean such 
cities as are designated as Reserve cities by act of Congress or other Federal 
authority. 

Subdivision 2: State banks change in requirements.—‘*Whenever the com- 
missioner of banks shall determine that the maintenance of sound banking prac- 
tices or the prevention of injurious credit expansion or contraction makes action 
advisable, he may make an order changing the requirements as to reserves against 
demand or time deposits, or both, in state banks which are not members of the 
Federal Reserve System. The reserve requirements established in any such 
order shall not be less than the requirements’ contained in subdivision 1 of this 
section, nor more than those required of member banks of the Federal Reserve 
System on the date that the order is made by the commissioner.” 


§ 48.65. Trust companies to comply with certain laws 

“No trust company of this state shall conduct a banking business, as defined in 
section 47.02, without fully complying with the provisions of section 48.22 re 
lating to the reserve requirements of the State banks.” 
§ 53.07. Reserve 

“All industrial loans and thrift companies shall establish as a reserve against 
the certificates of indebtedness described in section 53.04, clause (4), of not 
less than ten percent of the amount of indebtedness thus created. .Three per- 
cent of this indebtedness shall be in cash in the actual possession of the indus- 
trial loan company or on demand deposit in approved banks of this State, and 
seven percent of the total indebtedness may be in bonds admissible for investment 
by mutual savings banks under the laws of this State; Provided, That such 
certificates of indebtedness as are issued under authority of section 53.04, clause 
(2), and are held by the industrial loan and thrift company as security for 
its own loans, shall not be considered as an indebtedness for which a reserve 
must be maintained under this section.” 


MISSISSIPPI 
(4A Mississippi Code Annotated, 1942, Recompiled 1956, Title 21) 


§ 5154. Definition of words “bank,” “corporation,” as used herein 


“Whenever the word ‘bank’ is used in any statute, unless the context clearly 
shows that it is intended to be limited in its application to a particular char- 
acter of bank, it shall include trust companies, savings banks, branches of banks 
and trust companies, and all other institutions subject to the provisions of this 
chapter. The term ‘corporation,’ when used in this chapter, or ‘trust company’ 
when used in this chapter, shall be construed and held to embrace every char- 
acter of bank, branch bank, trust company or any branch thereof, which is sub- 
ject to the jurisdiction of the Department of Bank Supervision.” 


§ 5209. Cash reserve 


“Every State bank doing business in cities or towns having a population of 
less than fifty thousand inhabitants shall have on hand at all times in actual 
eash, or balances due from good and solvent banks, not less than fifteen percent 
of its demand deposits and seven percent of its time and savings deposits. 
Every bank doing business in cities having a population exceeding fifty thou- 
sand inhabitants, shall have on hand at all times in actual cash, or balances due 
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from good and solvent banks not less than twenty-five percent of its demand 
deposits and ten percent of its time and savings deposits. 

“Matured time certificates of deposit and savings deposits as to which deposi- 
tors have given written notice of intention to withdraw shall be considered as 
demand deposits and banks shall maintain the same percentage of cash reserve 
covering such deposits as is required for deposits payable on demand.” 
§ 5284. Federal Reserve Act requirements must be observed 

“Any bank or trust company, incorporated under the laws of Mississippi, 
which shall become a member of a Federal Reserve bank, shall comply with the 
reserve requirements of the Federal Reserve Acts and its amendments, and the 
compliance of such bank or trust company therewith shall be in lieu of, and 
shall relieve such bank or trust company from, compliance with the provisions 
of the laws of this State relating to the maintenance of reserves.” 


MISSOURI 


(18 Vernon’s Annotated Missouri Statutes, Title XXIV With 1958 Cumulative 
Annual Pocket Part) 


§ 362.010. Definitions 

“When used in this chapter, the term: 

“(1) ‘Aggregate demand deposits’ means the deposit against which reserves 
must be maintained by banks and includes total deposits, all amounts due to 
banks, bankers, trust companies and savings banks, the amount due on certified 
and cashiers’ checks, and for unpaid dividends, less the following items: 

“(a) Total time deposits ; 

“(b) The amounts due it on demand from banks, bankers and trust com- 
panies, other than its reserve depositaries, including foreign exchange bal- 
ances credited to it and subject to.draft ; 

“(c) The excess due it from reserve depositaries over the amount re- 
quired to maintain its total reserves. 

* » * * * * « 

“(3) ‘Bank’ means any corporation soliciting, receiving or accepting money, 
or its equivalent, on deposit as a business, whether such deposit is made subject 
to check, or is evidenced by a certificate of deposit, a pass book, a note, a 
receipt, or other writing ; 

“(4) ‘Demand deposits’ means deposits, payment of which can legally be re- 
quired within thirty days; 

* * * * oa a * 


“(8) ‘Reserve depositary’ means a bank, trust company or banking corpora- 
tion approved by the finance commissioner as a depositary for reserves on 
deposit ; 

“(9) ‘Reserves on deposit’ means the reserves against deposits maintained 
by any corporation pursuant to this chapter in reserve depositaries, or in a fed- 
eral reserve bank of which such corporation is a member, and not in excess of 
the amount authorized by this chapter; 

“(10) ‘Reserves on hand’ means the reserves against deposits kept in the 
vault of any individual or corporation pursuant to the provisions of this chapter ; 

* a * * * * ae 

(14) ‘Time deposits’ means all deposits, the payment of which cannot legally 
be required within thirty days; 

* ak * * * * * 


(16) ‘Total reserves’ means the aggregate of reserves on hand and reserves 
on deposit maintained pursuant to the provisions of this chapter; * * *” 


§ 362.210. Reserves against demand deposiis 


“1. Every bank shall maintain reserves against its aggregate demand deposits 
as follows: 

“(1) Eighteen percent of such deposits, if such bank is located in a city 
having a population of two hundred thousand or over, and at least seven 
percent of such deposits shall be maintained as reserves on hand; 

“(2) Fifteen percent of such deposits, if such bank is located in a city 
having a population of twenty-five thousand or over and less than two 
hundred thousand, at least six percent of all such deposits shall be main- 
tained as reserves on hand; 
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“(3) Fifteen percent of such deposits, if such bank is located elsewhere 
in the State; 
“2. The reserves on hand required by this section shall consist of any form 
of coin or currency, authorized by the laws of the United States; 

“3. If any bank shall have become a member of any Reserve bank, it may main- 
tain as reserves on deposit with such Federal Reserve bank such portion of its 
total reserves as shall be required or permitted of members of such Federal 
Reserve Bank; and if such bank has an office in a city having a population 
of two hundred thousand or over, the remainder of its total reserves shall 
be carried as reserves on hand.” 

§ 362.215. Reserves against time deposits 


“1, In addition to reserves against demand deposits every bank shall main- 
tain reserves against its aggregate time deposits of at least three percent of 
such time deposits, which shall be maintained as reserves on hand as provided 
in section 362.210. 

“2. Any bank becoming a member of a Federal Reserve bank and while it 
continues such member, shall be required to maintain only such reserves as are 
required by the Federal Reserve Act and any amendments thereto.” 

§ 362.225. Reserve depositaries 

“Any bank may keep the reserves on deposit, provided for by sections 362.210 
and 362.215 in a depositary or depositaries designated by it, and which, except 
as otherwise provided in said sections, shall be a bank, trust company or national 
banking association approved by the finance commissioner.” 

S 


§ 362.230. No new loans until depleted cash reserve restored 


“Whenever the reserves of a bank shall fall below the amount herein required 
of it, and remain so for a period of one week, then such bank shall not make any 
new loans, discount or acceptances, except the discount of purchase of bills of 
exchange, payable at sight, until it shall have restored its required reserve.” 

§ 363.010. Definitions 

“When used in this chapter the term: 

“(1) ‘Aggregate demand deposits’ means the deposits against which reserves 
must be maintained, by trust companies and includes total deposits, all amounts 
due to banks, bankers, trust companies and savings banks, the amounts due 
on certified and cashiers’ checks, and for unpaid dividends, less the following 
items: 

“(a) Total time deposits; 

“(b) The amounts due it on demand from banks, bankers and trust 
companies other than.its reserve depositaries, including foreign exchange 
balances credited to it and subject to draft ; 

“(c) The excess due it from reserve depositaries over the amount required 
to maintain its total reserves. 

* * * * * a x“ 

“(3) ‘Demand deposits, means deposits payment of which can legally be 
required within thirty days; 

* * * * * * ~ 

“(7) ‘Reserve depositary,’ means a bank, trust company, or banking corpo- 
ration approved by the finance commissioner as a depositary for reserves on 
deposit ; : 

“(8) ‘Reserves on deposit,’ means the reserves against deposits maintained 
by any corporation pursuant to this chapter in reserve depositaries, or in a 
Federal Reserve Bank of which such corporation is a member, and not in 
excess of the amount authorized by this chapter ; 

“(9) ‘Reserves on hand,’ means the reserves against deposits kept in the 
vault of any corporation pursuant to the provisions of this chapter ; 

* * * ca * w + 

(13) ‘Time deposits,’ means all deposits the payment of which cannot legally 
be required within thirty days; 


* * * * x * iz 


(15) ‘Total reserves,’ means the aggregate of reserves on hand, and reserves 
on deposit maintained pursuant to the provisions of this chapter; * * *” 
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§ 363.290. Reserves against demand deposits 

“1. Every trust company shall maintain total reserves against its aggregate 
demand deposits as follows: 

“(1) Eighteen percent of such deposits, if such trust company is located 
in a city having a population of two hundred thousand or over, and at 
least seven percent of such deposits shall be maintained as reserves on hand ; 

“(2) Fifteen percent of such deposits, if such trust company is located 
in a city having a population of twenty-five thousand or over, and less 
than two hundred thousand, and at least six percent of such deposits 
shall be maintained as reserves on hand ; 

“(3) Fifteen percent of such deposits, if such trust company is located 
elsewhere in the state. 

“2. The reserves on hand required by this section shall consist of any form 
of coin or currency, authorized by the laws of the United States. 

“3. If any trust company shall have become a member of a Federal Reserve 
bank, it may maintain as reserves on deposit with such Federal Reserve bank 
such portion of its total reserves as shall be required or permitted of members 
of such Federal Reserve bank; and if such trust company has an office in a 
city having a population of two hundred thousand or over, the remainder 
of its total reserves shall be carried as reserves on hand.” 


§ 363.300. Reserves against time deposits 


“1. Every trust company shall maintain reserves of at least three percent 
against its aggregate time deposits which shall be maintained as reserves on 
hand, in addition to the reserves against its aggregate demand deposits as 
provided in section 363.290. 

“2. Any trust company becoming a member of a Federal Reserve bank, and 
while it continues such member, shall be required to maintain only such reserves 


us are required by the Federal Act and any amendments thereto.” 


§ 363.320. Reserve depositaries 


“Any trust company may keep the reserves on deposit, provided for by 
sections 363.290 and 363.300, in a depositary or depositaries designated by it, 


and which, except as otherwise provided in said sections, shall be a bank, trust 
company or national banking association, approved by the commissioner.” 
§ 363.330. No new loans until depleted reserves are restored 

“Whenever the reserve of a trust company shall fall below the amount herein 
required of it, and shall remain so for a period of one week, then such trust 
company shall not make any new loans, discounts or acceptances, except the 
discount or purchase of bills of exchange, payable at sight, until it shall 
have restored its required reserve.” 

§ 361.260. Orders of commissioner 
~*~ * * a oa * * 

“3. Whenever it shall appear to the commissioner that either the total re- 
serves on hand of any such corporation required by this chapter to maintain 
such reserves are below the amount required by law to be maintained or that 
such corporation is not keeping its reserves on hand as required by this chapter, 
he may issue an order directing that such corporation make good such reserves 
forthwith or within a time specified in such order, or that it keep its reserves 
on hand as required by this chapter. 

sok * * * * * * 

“>. If any corporation shall fail or refuse to comply with any such duly 
issued order provided for in this section, it shall forfeit to the state the sum 
of one hundred dollars for every day it so fails or refuses, after it receives 
notice of such order; Provided, That in addition to the said penalty the com- 
missioner may in his discretion report the delinquency to the attorney general, 
with request that he proceed as provided in section 361.270 and in the event 
of such request, the attorney general shall so proceed.” 
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MONTANA 
(1 Revised Code of Montana Annotated, 1947, Recompiled 1957) 


§ 5-102. Institutions to which act is applicable 





















































“The word ‘Bank,’ as used in this act, shall be construed to mean any corpo- 
ration which shall have been incorporated to conduct the business of receiving 
money on deposit, or transacting a trust or investment business as hereinafter 
defined. The soliciting, receiving, or accepting of money or its equivalent on 
deposit as a regular business, shall be deemed to be doing a commercial or sav- 
ings bank .business, whether such deposit is made subject to check or is evi- 
denced by a eertificate of deposit, a passbook, a note, or other receipt ; provided, 
that nothing herein shall apply to or include money or its equivalent left in 
escrow, or left with an agent pending investment in real estate or securities for 
or on account of his principal. It shall be unlawful for any corporation, partner- 
ship, firm, or individual to engage in or transact a banking business within this 
state, except by means of a corporation duly organized for such purpose. Banks 
are divided into the following classes: 

“(a) Commercial banks, 

“(b) Savings banks, 

“(c) Trust companies, 

“(d) Investment companies, 
Provided, further, however, That this act shall not not apply to any person, 
firm or association now doing a private banking business; provided, however, 
that said private banks hereinabove referred to shall come under all of the 
provisions of this act which may be fairly applicable thereto; provided further, 
however, that this act shall not apply to any investment company or corpora- 
tion, heretofere established under authority of the law of Montana, not accept- 
ing, receiving, and holding money on deposit.” 
§ 5-532. Reserve requirements 

“Every bank, except a reserve bank, shall maintain at all times a reserve 
of at least ten per centum (10%) of its deposit liabilities, of which reserve 
such portions as the board of directors may determine may be on deposit in 
banks approved by the superintendent of banks as Reserve banks. A bank 
approved by the superintendent of banks as a reserve bank must at all times 
maintain a reserve of at least fifteen per centum (15%) of its deposit liabilities, 
of which such portion as the board of directors may determine, may be on 
deposit in banks approved by the superintendent of banks as Reserye banks. 
Any solvent bank of good repute having a full paid up capital and surplus of 
one hundred thousand dollars ($100,000.00), doing business in the State of 
Montana, or any of the states of the United States may be designated by the 
superintendent of banks as a Reserve agent for Montana State banking institu- 
tions. Such approval or designation may be withdrawn or withheld at any time 
by the superintendent of banks for cause, provided that the provisions of this 
act as to the capital and surplus shall not apply to any bank in Montana here- 
tofore designated by the superintendent of banks as a Reserve bank. When- 
ever the reserve of any bank shall fall below the amount required herein to be 
kept, such bank shall not increase its loans or discounts otherwise ‘than by 
discounting or purchasing bills of exchange payable at sight or on demand, and 
the superintendent of banks shall notify any bank whose reserve may be below 
the amount herein required, to make good such reserve. In arriving at deposit 

liability with regard to bank deposits, the net balance of amounts due to and 
from otherbanks shall be taken as the basis for ascertaining the deposit liability 
to banks against which reserves shall be carried, provided, a compliance with 
the federal reserve banking laws, rules and regulations by member banks shall 


be held to be a compliance with the reserve requirements and conditions of this 
act.” 





§ 5-1030. Reserve; reports on 


“It shall be the duty of any bank whose reserve shall drop below the legal 
requirements to report the matter to the superintendent of banks immediately 
and as often thereafter as the superintendent shall ask for said report.” 


§ 5-1101. Grounds for closing bank 


“Whenever it shall appear to the superintendent of banks that: 
x * * * = * * 
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“(5)That its reserve has fallen below the amount required by law and it has 
failed to make good such reserve within thirty (30) days after being requested 
to do so by the superintendent, or, without such notice, if a majority of the 
directors, in writing, notify the superintendent that such reserve cannot be 
made good within thirty (30) days, or if it is continually allowing its reserve 
to fall below the required amount; or, 

* * OK a ae * se 


“The superintendent himself, or his duly authorized agent upon express 
authority from the superintendent, may, in his discretion close said bank and 
take possession of all the books, records, assets and business of every descrip- 
tion of such bank, and hold the same and retain possession thereof until such 
bank shall be authorized by him to resume business, or its affairs be liquidated 
as herein provided, and he shall do so in cases where a bank comes into his 
hands voluntarily, or in the manner provided by law. 

“The powers and authority conferred on the superintendent by this section, 
except in cases of voluntary surrender, shall be considered as discretionary 
and not as mandatory, and so long as a superintendent acts in good faith 
in the matter, neither he nor his deputies shall be held liable civilly or crimi- 
nally or upon their official bonds in any action taken thereunder or for any failure 
to act thereunder.” 

NEBRASKA 
(1 Revised Statutes of Nebraska, 1943, With 1957 Cumulative Supplement) 
CHAPTER 8. 


BANKS AND 





BANKING 
§ 8-136. Banks; cash reserves; requirements 


“Savings banks shall maintain a cash reserve, in available funds, of at least 
five percent of their deposits. Other banks, in cities having a population of 
twenty-five thousand, shall maintain a reserve, in available funds, of at least 
twenty percent of their deposits. Outside of such cities such banks shall main- 
tain a reserve of at least fifteen percent of their deposits; Provided, commercial 
banks, having savings deposits payable on presentation of pass books, shall not 
be required to maintain a cash reserve of available funds of more than five per- 
cent of such deposits. That portion of the reserve, not kept in the bank, shall be 
kept only in a depository approved by the department. One-fifth of the cash 
reserve may be carried in United States Government bonds at their market value. 
In computing the required cash reserve of a commercial bank, as above set forth, 
any war loan deposit account shall be excluded from consideration.” 


§ 8S-136.01. “War loan deposit,” defined 


“For the purpose of sections 8-136, 8-120 and 8-143, the term ‘war loan de- 
posit account’ shall mean an account in a commercial bank in this state entered 
to the credit of the Treasurer of the United States, or his fiscal agent, opened and 


maintained for the purpose of facilitating financing of the war by the United 
States of America.” 


§ 8-137. Banks; available funds; deficient reserve ; impairment of capital; duty 
of bank; powers and duties of department 

“The available funds shall consist of cash on hand and balances due from 
other solvent banks. Cash shall include lawful money of the United States, and 
exchange for any clearing house association. Whenever the available funds of 
any bank shall fall below the reserve herein required, such bank shall not make 
any new loans or discount otherwise than by discounting or purchasing bills of 
exchange payable at sight ; nor shall such bank make any dividends of its profits 
until it has on hand the available funds required by sections 8-101 to 8-1,109. 
The Department of Banking shall notify any bank, in case its reserves shall fall 
below the amount required, or its capital is impaired, to make good such reserve 
or capital within such time as the department may direct, and any failure of such 
bank to make good any deficiency in the amount of its reserve or its capital 
Within the time directed shall be cause for the Director of Banking to take pos- 


Session of said bank, declare it insolvent, and to liquidate it as hereafter 
provided.” 
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§ 8-415. Dividends ; declaration; conditions 


“Any industrial loan and investment company licensed under section 8-401 to 
8-417 may semiannually declare a dividend on its stock out of net profits, after 
all bad debts required by the directors and the department, or either, have been 
charged off and the amount of the surplus on hand at the beginning of the divi- 
dend period is kept intact, but shall before the declaration of such dividend carry 
an amount equal to five percent of its gross income during the dividend period 
to its surplus fund until or unless such surplus fund shall equal the paid-up 
capital stock.” 
sete NEVADA 


(5 Nevada Revised Statutes, 1957, Title 55) 


§ 662.020. Operating cash; minimum cash and balances ; reserves 


“1. Each bank doing business under the laws of this state shall have on hand, 
in cash, such a sum of money as may be determined by the superintendent of 
banks, as necessary to meet the operating requirements of the bank, and, in addi- 
tion thereto, a sum consisting of balances due from good and solvent banks, 
selected from time to time with the approval of the superintendent of banks. 
The total sum of such cash and balances due shall not be less than 15 percent 
of the total deposits of the bank. 

“2. Any bank that has been made the depositary for the reserve of any other 
bank or banks shall have on hand in the manner provided herein 10 percent of 
such reserve deposits, in addition to the 15 percent mentioned in subsection 1 
required of its entire deposits. f 

“3. Whenever the available funds in any bank shall be below the required 
amount, such bank shall not : 

“(a) Make any new loans or discounts otherwise than the discounting or 
purchasing of bills of exchange, payable at sight. 

“(b) Pay or declare any dividends of its profits until the required pro- 
portion between the aggregate of its deposits and its lawful money reserves 
shall have been restored. 

“4. The superintendent of banks shall immediately notify any bank whose 
lawful money reserve shall be below the amount required to be kept on hand 
to make good such reserve. If such bank shall fail to do so for a period of 60 
days after such notice, it shall be deemed to be insolvent, and the superintendent 
of banks shall take possession of the same and proceed in the manner provided 
in this title relating to insolvent banks. 

* * * om * « 

x, 9 


a” 

All banks doing a savings bank or trust company business, but which do 
not transact a commercial banking business, shall be required to keep on hand 
at all times, in available funds, a sum equal to 10 percent of their deposits, 
one-half of which may consist of balances due from authorized depositary banks, 
as provided in NRS 662.240, and which are deemed solvent, and the other one- 
half thereof in actual cash. 


“un 


7. Any bank subject to the provisions of this title may become a member of 
the Federal Reserve bank in the district in which such bank is located, and may 
then deposit in such Federal Reserve bank any of its available funds, ineluding 
any part of the reserve required by this title, and the provisions of this title 
limiting the amount that may be deposited by a bank in a depositary bank, and 
the requirements of this title relative to the reserve that must be maintained by 
the depositary bank against such bank deposits, shall not be deemed to apply to 
such deposit in such Federal Reserve bank.” 


§ 662.030. Powers of state bank which is a member of a Federal Reserve Bank: 
Reserves 
“1. Notwithstanding the provisions of any section of this title, any bank or 
trust company incorporated under the laws of this State which is now, or which 
may hereafter become, a member of a Federal Reserve bank is, by this section, 
vested with all the powers conferred upon a member bank of a Federal Reserve 
bank by the terms of the Federal Reserve Act, or by the regulations of the Board 
of Governors of the Federal Reserve System made pursuant to the Federal 
Reserve Act. 
“2. A compliance on the part of any such bank or trust company with the 
reserve requirements of the Federal Reserve Act shall be held to be a full com- 
pliance with those provisions of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust company shall be required to carry or maintain a 
reserve other than such as is required under the terms of the Federal Reserve 
Act.” 


§ 667.060. Acts constituting insolvency 


“A bank shall be deemed to be insolvent : 
* * * * 











* * * 










“3. When it shall fail to make good its capital or 


reserve as required by 
law. ©. -™ 





§ 662.020. [Determining solwency | 
* * * 





* * * * 




























“5. The superintendent of banks shall refuse to consider, as a part of a bank’s 
reserve, balances due from any bank which shall refuse or neglect to furnish him 
with such information as he may require from time to time relating to its busi- 
ness with any other bank doing business under this Title, which shall enable 
him to determine its solvency. * * *” 


NEW HAMPSHIRE 


(4 New Hampshire Revised Statutes Annotated 1955, Tithe XXXV, With 1957 
Supplement) 

§ 390:6. Reserves 

‘Every such corporation shall at all times maintain as a reserve an amount 
equal to at least fifteen percent of the aggregate amount of the demand deposits 
in its commercial department plus an amount equal to at least five percent of 
the time deposits in said department. Such reserve shall consist of lawful 
money of the United States or balances due from other banks. The board of 
trust company incorporation created under chapter 392, RSA, may change the 
reserve requirements, provided that said board shall not increase the reserve 
requirements for any bank in excess of the percentages prescribed for banks 
located in this state which are members of the Federal Reserve System. No 
new loan or investment shall be made by such corporation when its reserve is not 
in accordance with the requirements of this section.” [Applies to corporations 
organized “for the purpose of doing * * * trust company or * * * general 
banking business.”’] 
§ 390:7. Federal Bank Membership 

“A trust company which becomes a stockholder in a federal reserve bank may 
have and exercise any and all of the corporate powers and privileges incident 
thereto which may be exercised by member banks under the provisions of the 
United States ‘Federal Reserve Act,’ approved December 28, 19138, or any acts 
















mts 


in amendment thereof or in addition thereto; and while such trust company 
continues as such bank it shall be subject to said provisions relative to bank 
reserves, in substitution for the requirements of this title.” 
§ 378:2. Requirements 

“Savings banks and savings departments of banking and trust companies shall 
maintain a reserve of not less than fifteen percent of the amount of their deposits 
in cash, including balances in other banks, and/or obligations of the United 
States of America and shall make investment of the balance of their funds only 
in the classes of securities and loans authorized by this chapter, provided, how- 
ever, that said requirement with respect to said reserve shall not apply to any 
bank which is a member of the Federal Reserve System.” 


NEW JERSEY 


(17 New Jersey Statutes Annotated, Title 17, With 1958 Cumulative Annual 
Pocket Part) 











§ 17 :9A-49. Definitions 
“For the purposes of this article, 
“(1) ‘reserve depositary’ includes 
“(a) a Federal Reserve bank, 
“(b) a member of a Federal Reserve bank organized in a Federal 
Reserve district which includes all or any part of this State, which 
shall be approved by the commissioner as a Reserve depositary, 
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“(e) a bank which is not a member of the Federal Reserve System, 
but which shall be approved by the commissioner as a Reserve de- 
positary, and 

“(d) a member of a Federal Reserve bank organized in a Federal 
Reserve district which does not include all or any part of this State; 
Provided, such member maintains its principal office in a city in which 
a Federal Reserve bank has its main office or a branch office, and is 
approved by the commissioner as a Reserve depositary ; 

“(2) ‘immediate liabilities’ shall include all deposits payable on demand, 
or in less than thirty days, or in less than thirty days after demand, and 
all other claims payable on demand ; 

(3) ‘time liabilities’ shall include all liabilities other than immediate 
liabilities ; 

““(4) the commissioner, with the concurrence of the banking advisory 
board, may from time to time modify or supplement the definitions of im- 
mediate liabilities and time liabilities as set forth in this section, except 
that demand deposits shall always be included in the definition of immediate 
liabilities and time deposits shall always be included in the definition of time 
liabilities.” 

§ 17:9A-48. Nonmembers of Federal Reserve System 


“A. A bank which is not a member of the Federal Reserve System shall, subject 
to the provisions of subsection B of this section, at all times have in available 
funds consisting of (1) lawful currency of the United States, or (2) balances 
due on demand from reserve depositaries, not less than an amount equal to 
the aggregate of 15% of its immediate liabilities and 3% of its time liabilities. 
The commissioner may from time to time, with the concurrence of the banking 
advisory board, increase or decrease such percentages; Provided, That, in the 
case of immediate liabilities, such percentage shall not be lower than 15 or 
higher than 30 and, in the case of time liabilities, such percentage shall not be 
lower than 3 or higher than 6. Notwithstanding the foregoing provisions of 
this section, the amount of available funds required of such a bank shall at no 
time exceed the amount of the reserve balances it would be required to main- 
tain were such a bank a member of the Federal Reserve System. The sufficiency 
of the available funds of any such bank upon a particular day shall be determined 
upon the basis of of the bank’s immediate liabilities and time liabilities at the 
opening of business on that day. 

“B. A bank shall be deemed to have complied with the requirements of sub- 
section A of this section if its daily available funds, averaged over semi-monthly 
periods beginning with the first and the sixteenth days of each month, shall at 
least equal the minimum amount prescribed by subsection A of this section.” 


§ 17:9A-47. Members of Federal Reserve System 


“A bank which is a member of the Federal Reserve System shall maintain the 
reserve balances required by or pursuant to the Federal Reserve Act, as amended 
or supplemented from time to time, and shall be exempt from the following sec- 
tions of this article.” 

New MExIco 


(7 New Mexico Statutes Annotated, 1953, With 1957 Pocket Supplement) 


Chapter 48. Banks and financial institutions 
§ 48-1-2. “Bank” defined 
“The word ‘bank’ as used in this act includes every person, firm, company, 
copartnership or corporation, except national banks, engaged in the business of 
banking in the state of New Mexico. Banks are divided into the following 
classes : 
“(a) Commercial banks; 
“(b) Savings banks; and 
“(c) Trust companies.” 
§ 48-2-28. Compliance with Federal Reserve requirements satisfies State balance 
requirements 
“Compliance on the part of any bank or trust company exercising the right 
conferred by section 96 [48-2-27] hereof with the Reserve requirements of the 
Federal Reserve Act [U.S.C., tit. 12, § 221 et seq.] shall be held to be a full com- 
pliance with these provisions of of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust Company shall be required to carry or maintain reserve 
other than such as is required under the terms of the Federal Reserve Act 
[U.S.C., tit. 12, § 221 et seq.].” 
§ 48-3-1. Reserve ; deposits of reserve 

“Every banking corporation chartered under the laws of this State shall at all 
times have an amount of cash on hand and cash due on demand from other 
banks equal to twelve percent (12%) of the aggregate amount of its general 
deposits; said reserve shall be kept in cash and on deposit in state or national 
banks in this State with a combined capital and surplus of not less than seventy 
five thousand dollars ($75,000.00) or with any bank or banks outside of the 
State of New Mexico having a combined capital and surplus of not less than five 
hundred thousand dollars ($500,000.00), and approved as a reserve agent by the 
State bank examiner; Provided, however, That whenever a State bank is a mem 
ber of the Federal Reserve System, a compliance with the reserve requirements 
thereof shall be deemed a compliance with the requirements of this section; 
Provided, further, That the State bank examiner if in his opinion it is to the 
hest interest of the banking business of this State he shall have power to increase 
the reserve requirement of all State banks, which are not members of the Federal 
Reserve System to an amount not to exceed fifteen percent (15%) of its total 
general deposits which in his judgment seems necessary. Whenever the reserve 
of any bank shall be impaired, it shall make no new loans or discounts and the 
reserve shall be fully restored within thirty [30] days from such time as the 
State bank examiner shall notify said bank of such impairment. In addition to 
the restrictions set out in this section, every bank failing to keep a reserve as 
provided herein, shall pay to the State bank examiner a penalty of six percent 
(6%) per annunr on the impairment which penalty shall be computed on the 
basis of the average daily impairment, covering weekly periods 

“The penalties collected under the provisions of this section shall be by the 
State bank examiner, remitted to the State treasurer and by him accredited to 
the general appropriations account.” 


s » 


§ 483-2. Reserve banks; statement of reserve required 


Upon applicaiton by any State bank, the State bank examiner may designate 
such (State) bank as a Reserve bank, provided such application is accompanied 
by a sworn statement of the condition of said bank showing that on the date of 
such application said (State) bank held a reserve in full compliance with the 
provisions of section 14 [4S8-8-1] hereof, and the State bank examiner may, from 
time to time, require from said bank further similar statements of condition 
Upon failure to submit such statements of condition, as may be required by the 
State bank examiner, the designation of such bank as a Reserve bank shall be 
canceled.” 

§ 48-83-16. Dividends; when not to be paid; personal liability of officers and 
directors 


“No bank shall pay, nor shall any director thereof authorize the payment of, 
any dividend except from the net profits of the bank actually collected, nor when 
the bank is insolvent, nor while the capital or reserve of the bank is impaired 
And any officer or director of any bank who shall assent to declaring and paying 
a dividend in violation of the provisions hereof shall, in event of loss to the 
creditors of any such bank, be personally liable to the creditors of such bank 
to the full amount of such dividend so declared and paid.” 


NEW YORK 


(4 McKinney's Consol. Laws of New York, Banking Law With 1957 Cumulative 
Annual Pocket Part) 
$2. Definitions 


+ * * - . * » 


2. Time deposits.—The term, ‘time deposits,, when used in this chapter. 


means all deposits the payment of which cannot legally be required within 
thirty days. . 

“13. Demand deposits.—The term, ‘demand deposits, when used in this chap- 
ter, means deposits payment of which can legally be required within thirty 
days. 


38423—59-——-15 
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“14. Net demand deposits —The term, ‘net demand deposits,’ when used in 
this chapter, means the total of all deposits, and of all amounts due to banking 
corporations and private bankers and of all amounts due on certified and officers’ 
checks, letters of credit and travelers’ checks sold for cash, and for unpaid 
dividends, less the following items: 

“(a) Time deposits; 

“(b) Amounts due on demand from banking corporations organized under 
the laws of the United States or any State of the United States and private 
bankers other than a Federal Reserve bank and reserve depositaries. 

“15. Reserves on hand.—The term, ‘reserves on hand,’ when used in this 
chapter, theaf's the reserves against deposits kept in the vault of any banking 
organization. 

“16. Reserves on deposit.—The term, ‘reserves on deposit,’ when used in this 
chapter, means the reserves against deposits maintained with a Federal Reserve 
bank located in this State and with Reserve depositaries by any banking organi- 
zation, pursuant to the provisions of this chapter. 

“17. Total reserves.—The term, ‘total reserves,’ when used in this chapter, 
means the aggregate of reserves on hand and reserves on deposit maintained 
pursuant to the provisions of this chapter. 

“18. Reserve depositary.—_The term, ‘reserve depositary,’ when used in this 
chapter, means a banking corporation designated by the superintendent as a 
depositary for reserves on deposit. * * *” 


§ 107. Reserves against deposits 


“Subject to such additional requirements as the banking board may impose, 
every bank and every trust company shall maintain total reserves against its 
net demand deposits as follows: 

“1. Thirteen per centum of such deposits if such bank or trust company has 
an office in the Borough of Manhattan. 

“2. Ten per centum of such deposits, if the principal office of such bank or 
trust company is located in the Borough of Brooklyn, the Borough of The Bronx 
or the city of Buffalo and it has not an office in the Borough of Manhattan. 

“3. Seven per centum of such deposits if the principal office of such bank or 
trust company is located elsewhere in the state. E 

“Any part of total reserves may be deposited, subject to call, with a Federal 
Reserve bank in the district in which such bank or trust company is located, or 
with Reserve depositaries, and the reserves on hand not so deposited shall con- 
sist of any form of currency authorized by the laws of the United States. Any 
bank or trust company which is or shall become a member of the Federal Re- 
serve System shall maintain such reserves with a Federal Reserve bank as are 
required by or pursuant to the Federal Reserve Act and so long as it complies 
with the requirements of such Federal Reserve Act with reference to reserves 
shall be exempt from the preceding provisions of this section. 

“If any bank or trust company shall fail to maintain its total reserves in the 
manner prescribed and authorized by this section, it shall be liable to, and shall 
pay any assessment or assessments levied by the superintendent pursuant to the 
provisions of article two of this chapter.” 


$ 106. Deposits by banks and trust companies with other banking corporations 
and private bankers; restrictions 


“1. No bank or trust company shall deposit any of its funds with any other 
banking corporation or private banker in an amount exceeding ten per centum of 
the capital stock, surplus fund and undivided profits of such bank or trust 
company unless such banking corporation or banker has been designated as a 
depositary for the funds of the bank or trust company by a vote of a majority 
of the directors of the bank or trust company exclusive of any director who is 
an officer, director, trustee or partner of the depositary so designated and no 
bank or trust company shall deposit any of its funds with any other banking 
corporation or private banker without such action by the board of directors of 
such bank or trust company if any officer or director of such bank or trust 
company is an officer, director, trustee or partner of such other banking corpo- 
ration or private banker. In any case where a banking corporation or private 
banker is so designated a bank or trust company shall not deposit therewith an 
amount in excess of twenty-five per centum of the capital stock, surplus fund 
and undivided profits of such bank or trust company unless such other banking 
corporation or private banker is located within the State of New York and has 
been approved by the superintendent as a depositary for the purpose of this 
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section, in which cas2 the amount so deposited may equal but shall not exceed 
two hundred per centum of the capital stock, surplus fund and undivided profits 
of such bank or trust company; provided that if two hundred per centum of the 
capital stock, surplus fund and undivided profits of such bank or trust company 
amounts to more than twenty-five per centum of the capital stock, surplus fund 
and undivided profits or the capital and surplus or the permanent capital, as the 
case may be, of the depositary so approved by the superintendent, then the 
amount so deposited may equal but shall not exceed one hundred per centum 
of the capital stock, surplus fund and undivided profits of such bank or trust 
company. 

“2. The restrictions contained in this section shall not apply to deposits by 
any bank or trust company with a Federal Reserve bank.” 


§ 33. Reserve depositaries 


“The superintendent shall, in his discretion, upon the nomination of any bank, 
trust company, industrial bank or private banker, designate as a depositary for 
its reserves on deposit a bank, trust company or national bank located in this 
State, or a banking corporation located elsewhere in the United States if such 
banking corporation shall make such reports as the superintendent may prescribe 
and shall submit to such examinations as he may deem necessary. No such bank, 
trust company, national bank or banking corporation may be a depositary of any 
such reserves unless it shall have a combined capital and surplus of at least 

“(1) One million dollars, if located in a borough in this State which has 
a population of one million five hundred thousand or over ; 

“(2) Seven hundred and fifty thousand dollars, if located in a borough 
in this State which has a population of one million or over and less than one 
million five hundred thousand or in a city in this State not divided into 
boroughs which has a population of four hundred thousand or over; 

“(3) Five hundred thousand dollars, if located elsewhere in this State; 

“(4) Two million dollars, if located outside this State. 

“No bank, trust company or national bank located in a borough having a popu- 
lation of one million five hundred thousand or over which does not have a com- 
bined capital and surplus of at least two million dollars, may be a depositary 
for such reserves unless it shall have a combined capital and surplus greater 
than the combined capital and surplus of the bank, trust company, industrial 
bank or private banker depositing such reserves.” 


§ 14. Powers of the banking board 


“1. For the purpose of effectuating the policy declared in section ten of this 
article, the banking board shall have power, by a three-fifths vote of all its mem- 
bers, to make, alter and amend rules and regulations not inconsistent with law. 
Such rules and regulations shall be brought to the attention of those affected 
thereby in a manner to be prescribed by the board. Without limiting the fore- 
going power, resolutions or rules or regulations may be so adopted-for the follow- 
ing specific purposes : 


* * * * * * ae 


“(j) To prescribe from time to time reserves against deposits to be maintained 
by banks and trust companies in addition to the reserves required by article 
three of this chapter to be maintained; Provided, That no reserve requirement 
imposed by the board against either time or demand deposits shall require any 
bank or trust company to maintain total reserves in an amount greater than it 
would be required to maintain if it were at the time a member of the Federal 
Reserve System. 

“(jj) To exempt from reserve requirements prescribed by or pursuant to this 
chapter deposits payable to the United States by any banking organization aris- 
ing solely as a result of subscriptions made by or through any such banking or- 
ganization for United States Government securities issued under the authority of 
the Second Liberty Bond Act as amended. 


* * * * + * * 


“(q) To make variations from the requirements of this chapter, provided such 
variations are in harmony with the spirit of the law, if the board shall find that 
Such variations are necessary because of the existence of unusual and extraordi- 
hary circumstances. The board shall enter such finding on its records. * * *” 
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§ 19. Assessments for deficiency in reserves against deposits 
“If any banking organization shall not maintain the total reserves prescribed 
by or pursuant to this chapter, the superintendent may levy an assessment upon 
it for such period as any deficiency in its total reserves amounting to one per 
centum or more of its deposits against which reserves are required to be main- 
tained shall continue, at rates not in excess of the following : 
“(1) Six per centum per annum upon any such deficiency not exceeding 
two per centum of such deposits. 
“(2) Eight per centum per annum upon any additional deficiency in ex- 
cess of two and not exceeding three per centum of such deposits. 
“(3) Ten per centum per annum upon any additional deficiency in excess 
of three and not exceeding four per centum of such deposits. 
“(4) Twelve per centum per annum upon any additional deficiency 
therein.” 


§ 39. Orders of superintendent 


* * + » + * 


“4. * * * Whenever it shall appear to the superintendent that either the 
total reserves or reserves on hand of any banking organization are below the 
amount required by or pursuant to this chapter to be maintained, or that such 
banking organization is not keeping its reserves on hand as required by this 
chapter, he may. in his discretion, issue an order directing that such banking 
organization make good such reserves forthwith or within a time specified in 
such order, or that it keep its reserves on hand as required by this chap- 
ter. * * #* ° 


& 


§ 606. When superintendent may take possession of banking organization; when 
possession may be surrendered 
“1. The superintendent may, in his discretion, forthwith take possession 
of the business and property of any banking organization whenever it shall ap 
pear that such banking organization: 
* * * * * ” 7 
“(g) Has neglected or refused to comply with the terms of a duly issued order 
of the superintendent; * * *” 
§ 308. Reserves against deposits 
“Every industrial bank shall maintain total reserves against deposits of the 
same amount and kind and on hand or on deposit to the same extent as are at 
the time required by or pursuant to this chapter of a bank doing business in 
the same place. 
“If any industrial bank shall fail to’ maintain the reserves required by this 
section it shall be liable- for any shall pay any assessment or assessments levied 
pursuant to the provisions of article two of this chapter.” 


§ 294. Restrictions on powers of industrial banks 


“An industrial bank shall not: 
. * + x > e s 

“5. Deposit any of its funds with any other banking corporation or private 
banker unless such other corporation or banker has been designated as a de- 
pository for the funds of the industrial bank by a vote of a majority of the 
directors of such industrial bank, exclusive of any director who is an officer, 
director, or trustee of the depositary so designated. In any case where a bank- 
ing corporation or private banker is so designated an industrial bank shall not 
deposit therewith an amount in excess of twenty-five per centum of the capital 
stock, surplus fund and undivided profits of such industrial bank unless such 
other banking Corporation or private banker is located within the state of New 
York and has been approved by the superintendent as a depositary for the pur- 
pose of this section, in which case the amount so deposited may equal but shall 
not exceed two hundred per centum of the capital stock, surplus fund and un- 
divided profits of such industrial bank; Provided, That if two hundred per 
centum of the capital stock, surplus fund and undivided profits of such indus- 
trial bank amounts to more than twenty-five per centum of the capital stock, 
surplus fund and undivided profits or the capital and surplus or the per- 
manent capital, as the case may be, of the depositary so approved by the super- 
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intendent, then the amount so deposited may equal but shall not exceed one 
hundred per centum of the capital stock, surplus fund and undivided profits of 
such industrial bank. 

“The restrictions contained in this section shall not apply to deposits by any 
industrial bank with a federal reserve bank. * * *” 


NORTH CAROLINA 


(2B General Statutes of North Carolina Recompiled 1950, With 1957 
Cumulative Supplement ) 


CHAPTER 53. BANKS 


§ 53-1. “Bank,” “surplus,” “undivided profits,’ and other words defined 


“The following definitions shall be applied to the terms used in this chapter: 

“The term ‘bank’ shall be construed to mean any corporation, other than 
building and loan associations, industrial banks, and credit unions, receiving, 
soliciting, or accepting money or its equivalent on deposit as a business. 

7 * . * * e mB 

“The term ‘time deposits’ means all deposits, the payment of which cannot be 
legally required within thirty days. 

“The term ‘demand deposits’ means all deposits, the payment of which can 
be legally required within thirty days. * * *” 


$ 53-51. Reserve and cash defined 

“Reserve shall consist of cash on hand and balances payable on demand, due 
from other approved solvent banks, which have been designated depositories as 
hereinafter provided in this chapter. Cash includes lawful money of the United 
States, and exchange of any clearinghouse association.” 
$ 53-50. Reserve 

“Every bank shall at all times have on hand or on deposit with approved 


reserve depositories, instantly available funds in an amount equal to at least 
fifteen percent of the aggregate amount of its demand deposits, and five percent 


of the aggregate amount of its time deposits. But no reserve shall be required 
on deposits secured by a deposit of United States bonds or the bonds of the 
State of North Carolina. Any bank that is now or may hereafter become a 
member of the Federal Reserve bank shall maintain the same reserve with re 
spect to deposits as shall be required of other members of such Federal Reserve 
bank.” 


§$ 53-44. Investment in bonds guaranteed by United States 
* * * * * * y 


“(2) Security for loans and deposits.—No bank shall be required to maintain 
a reserve against deposits secured by any of the above mentioned bonds equal 
in market value to the amount of such deposits, and such bonds shall be valid 
security for all loans and deposits to the same extent as are any obligations of 
the United States. * * *” 


§ 53-84. Depositaries, designated by directors 


“By resolution of the board of directors, other banks organized under the laws of 
this State, or of another State, or of the National Banking Act of the United 
States, shall be designated as depositaries or Reserve banks in which a part of 
such bank's reserve shall be deposited, subject to payment on demand. A copy 
of such resolution shall, upon its adoption, be forthwith certified to the Commis- 
sioner of Banks and the depositary so designated shall be subject to the approval 
of the Commisisoner of Banks. For causes which he may deem adequate, the 
Commissioner of Banks shall have authority at any time to withdraw such 
approval.” 


§ 53-61. Federal reserve bank, authority to join 


“The words ‘Federal Reserve Act,’ as herein used, shall be held to mean and 
to include the act of Congress of the United States, approved December twenty- 
third, nineteen hundred thirteen, as heretofore and hereafter amended. The 
words ‘Federal Reserve Board’ shall be held to mean the Federal Reserve Board 
created and described in the Federal Reserve Act. The words ‘Federal Reserve 
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banks’ shall be held to mean Federal Reserve banks created and organized under 
the authority of the Federal Reserve Act. The words ‘member bank’ shall be 
held to mean any national or State bank or bank and trust company which has 
become or which becomes a member of one of the Federal Reserve banks by the 
Federal Reserve Act. 

2 * * 2 - * eo 


“(c¢) A compliance on the part of any such bank with the reserve requirements 
of the Federal Reserve Act shall be held to be a full compliance with the provi- 
sions of the laws of this State, which require banks to maintain cash balances 
in their vaylts or with other banks, and no such bank shall be required to carry 


or maintain reserve other than such as is required under the terms of the Fed- 
eral Reserve Act. * * *” 


§ 53-111. Reserve, when below legal requirement 


“When the reserve of any bank falls below the amount required by law, it 
shall not make new loans or discounts, otherwise than by discounting or pur- 
chasing bills of exchange, payable at sight or on demand, nor make dividends 
of its profits until the reserve required by law is restored. The Commissioner of 
Banks shall require any bank whose reserve falls below the amount herein 
required immediately to make good such reserve. In case the bank fails for 
thirty days thereafter to make good its reserve the Commissioner of Banks may 
forthwith take possession of the property and business of such bank until its 
affairs be adjusted or finally liquidated as provided for in this chapter.” 

Industrial banks are required to maintain the same reserves as are required 
of commercial banks, by virtue of section 53-145 which renders applicable to 
industrial banks section 53-44, 53-50, 53-51, 53-111. 


NortH DAKOTA 
1 North Dakota Revised Code, 1948 (With 1957 Session Laws) 


§ 6-0337. Reserve funds required ; disposition thereof 

“Every banking association shall have on hand at all times in available 
funds an amount which shall equal ten percent of its demand deposits and 
amounts due to other banks, plus tive percent of its time deposits. Such reserve 
funds may consist of cash on hand or of balances due to the association from 
the Bank of North Dakota, or good solvent State or national banks or trust 
companies, approved by the State.examiner for such purposes and located in 
such commercial centers as will facilitate the purposes of banking exchanges. 
The State examiner, whenever he deems it necessary or expedient to do so, may 
require such banking association, on fifteen days notice in writing, to increase 
such reserve requirements to not more than twenty percent of its demand 
deposits and not more than ten percent of its time deposits. Cash items shall 
not be included in computing reserve, and no association shall carry as cash, or 
as cash items, any paper or other matter except legitimate bank exchange 
which will be cleared on the same or the next succeeding day. Whenever its 
available funds within the meaning of this section shall be below the require- 
ments hereinbefore stated, an association shall not increase its liabilities by 
making any new loans or discounts other than the discounting or purchasing 
of bills of exchange payable at sight, nor shall it make any dividend of its 
profits until thé required proportion between the aggregate amount of the 
deposits and its lawful money reserve has been restored. The State examiner 
must notify any association whose money reserve shall be below the amount 
required to be kept on hand to make good such reserve, and if such association 
shall fail to do so for a period of thirty days after such notice, the State 
banking board may impose a penalty of not less than one hundred dollars nor 
more than five hundred dollars, which shall be collected in the same manner as 
other penalties prescribed in this title.” 


§ 6-0911. State bank deposits in Bank of North Dakota available funds; bank 
a clearing house 


“Funds deposited by State banks in the Bank of North Dakota shall be deemed 
‘available funds’ within the meaning of that term as used in section 6—0337 of 
this title. For banks that make the Bank of North Dakota a reserve depositary, 
it may perform the functions and render the services of a clearing house, in- 
cluding all facilities for providing domestic and foreign exchange, and may 
rediscount paper, on such terms as the industrial commission shall provide.” 
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§ 6-0408. Reserve funds required; computation and disposition thereof; cash 
items ; penalty 
‘Each savings bank shall have on hand at all times in available funds an 
amount which shall equal : 
“1. Twenty percent of its total deposits subject to check or on demand, and 
amounts due to other banks; 
“2. Ten percent of its total deposits on time certificate; and 
“3. Five percent of its total savings deposits subject to notice as author- 
ized in this chapter. 
“Three-fifths of these funds may consist of balances due the savings bank from 
such solvent State or national banks or trust companies as shall have been 
approved by the State banking board, but the remaining two-fifths of such 
reserve shall consist of actual cash on hand. Cash items shall not be included 
in computing reserve, and no savings bank shall carry as cash, or as cash items, 
any paper or other matter except legitimate bank exchange which will be 
cleared on the same or the next business day. Whenever the available funds 
within the meaning of this section shall be below the percentage of its deposits 
stated herein, such savings bank shall not increase its liabilities by making any 
new loans, nor shall it make any dividend of its profits until the required 
proportion between the aggregate amount of the deposits and its lawful money 
reserve has been restored. The banking board must notify any bank whose 
money reserve shall be below the amount required to make good such reserve, 
and if such savings bank shall fail to do so for a period of thirty days after 
such notice, the board may impose a penalty of not less than one hundred 
dollars nor more than five hundred dollars, which shall be collected in the same 
manner as other penalties prescribed in this title are collected.” 


OHIO 
(Page’s Ohio Revised Code Annotated, Title II, With 1957 Supplement) 


§ 1105.24. Reserve requirements 

“Every bank, including every savings society and society for savings, having 
time, savings, or demand deposits shall maintain total reserves against such 
deposits. exclusive of United States and postal savings deposits, of ten per cent 
of its aggregate time and savings deposits and fifteen per cent of its aggregate 
demand deposits. Not more than six-tenths of the reserve required to be main- 
tained against time and savings deposits may consist of bonds or other obli- 
gations issued, or guaranteed as to principal and interest by the United States, 
and any such bonds or other obligations maintained in such reserve shall be 
free and unpledged. 

“Such reserves shall be kept in the vaults of the bank in lawful money, 
national bank notes, Federal Reserve notes, Federal Reserve bank notes, bills, 
notes, silver certificates. or any other kind of currency authorized by the 
United States: or shall be kept on deposit, payable on demand, with a Reserve 
bank approved as a Reserve bank as provided in section 1105.25 of the Re 
vised Code. Instead of being kept in such vaults or with such a reserve bank, 
any of such reserve may be deposited, subject to call, with the Federal Reserve 
bank in the district in which the depositing bank is located.” 


$ 1105.25. Deposits in Reserve banks 


“A bank may, by resolution of its board of directors, designate other banks, 
organized under the law of any State or under the national bank acts of the 
United States, as Reserve banks in which such part of its reserve not required 
to be kept by it may be deposited, subject to payment upon demand. A copy of 
such resolution shall upon its adoption be forthwith certified to the superintend- 
ent of banks, and the depositary so designated shall be subject to the approval 
of the superintendent. 

“No bank shall deposit, as a reserve or otherwise, in any other bank or 
national bank an amount in excess of fifty per cent of the capital stock and 
surplus of such depositary bank.” 

§ 1111.03. Meetings and procedure of banking advisory board 
* * * * * = 

“The board may, by a majority vote, adopt and amend such bylaws and rules 
as in its judgment are necessary and proper. It shall select one of its members 
as secretary, who shall keep a record of all its proceedings.” 
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§ 1111.04. Powers of banking advisory board 
“The banking advisory board may: 
> * * * * i. . 
“(1D) Increase or decrease the amounts to be maintained as reserves against 


demand, time, and savings deposits above or below those required under section 
1105.24 of the Revised Code : = 


§ 1105.02. Membership in Federal Reserve bank or Federal Deposit Insurance 
Corporation 


“Every bank may become a member bank under the ‘Federal Reserve Act’ upon 
the terms set forth in said act. Every bank which becomes such a member 
bank may do everything which the ‘Federal Reserve Act’ required of or grants 
to member banks which are organized under State laws; and compliance by 
banks with the reserve requirements of said act shall be accepted in lieu of 
compliance with the reserve requirements provided by section 1105.24 of the 
Revised Code * * *.” 


§ 1109.14. Provisions applicable 


“Societies incorporated under sections 1109.02 to 1109.15, inclusive, of the 
Revised Code, are subject to all sections of the Revised Code relating to * * * 
maintenance and depositing of reserves required of savings banks, * * *.” 

§ 1109.06. Loans and discount rates 

“Any society for savings or savings society may make loans in reliance for 
repayment on the character and earning capacity of the borrower, and in addi- 
tion to discounting interest at the rate allowed by law, required such borrower, 
as security for such loan, to make periodical deposits with the society during 
the period of the loan, with or without an allowance of interest on such deposits, 
and with or without additional security. Such society may purchase any obliga 
tion payable in installments, with or without recourse on the holder from which 
it is purchased, and such transactions shall not be deeemd usurious. No 
reserve shall be required against deposits hypothecated to secure indebtedness 
of a depositor to the society, and such hypothecated deposits shall not be 
included in the whole amount of deposits referred to in section 1109.10 of the 
Revised Code. Loans made or obligations purchased under this section shall 
not be subject to the limitations as to maturity prescribed in section 1105.30 
of the Revised Code.” 


§$ 1107.13. Reserve fund 

“A trust company shall keep the same reserve as is required of savings banks 
by section 1105.24 of the Revised Code, and shall be governed by the same law 
in all respects relating to such reserve, but is not required to keep a reserve on 
trust funds or property held in trust.” 


§ 1115.10. Special plan banks 


“* * * A special plan bank shall keep only the same reserve as is required 


of savings banks by section 1105.24 of the Revised Code, and no reserve shall 
be required against deposits hypothecated to secure indebtedness of the depositor 
to the bank. * * *” 


§ 1105.26. Effect of failure to maintain required reserve 


“When the reserve of a bank falls below the amount required by section 
1105.24 of the Revised Code, such bank shall not make new loans or discounts 
otherwise than by discounting or purchasing bills of exchange payable at sight 
or On demand, and shall not make dividends of its profits, until such required 
reserve is restored. The superintendent of banks shall require any bank whose 
reserve falls below such required amount to make good such reserve immedi- 
ately; and in case the bank fails for thirty days thereafter to make good its 
reserve, the superintendent may forthwith take possession of the property and 
business of such bank until its affairs are adjusted or finally liquidated.” 
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OKLAHOMA 


(Oklahoma Statutes Annotated, Title 6, With 1958 Cumulative Annual Pocket 
Part) 


§ 115. Reserves; restoration of reserves; failure to make good reserves as 
insolvency 


“Every bank doing business under the laws of this State shall have on hand 
at all times available funds in the following sums, to wit: An amount equal to 
five (5) percent of all time deposits and fifteen (15%) percent of all demand 
deposits of said bank, unless the bank shall be an approved depository for the 
reserve of any other bank, in which event, an amount equal to five (5%) percent 
of their time deposits and eighteen (18%) percent of all demand deposits, 
which amount may consist of actual cash on hand and balances due to them 
from good solvent banks selected from time to time with the approval of the 
Bank Commissioner; said Bank Commissioner may, at his discretion, require 
up to, but not exceeding, one-third of said amounts to be in actual cash. When- 
ever the available funds in any bank shall be below the required amount, such 
bank shall not increase its loans or investments, otherwise than the discounting 
or purchasing of bills of exchange, payable at sight, nor make any dividends of 
its profits, until the required proportion between the aggregate amount of its 
deposits and its lawful money reserve has been restored; and the Bank Com- 
missioner shall notify any bank whose lawful money reserve shall be below 
the amount required to be kept on hand to make good such reserve and, if such 
bank or association shall fail to do so for a period of thirty (30) days after 
such notice, it may be deemed to be insolvent, and the Bank Commissioner may 
take possession of the same, and proceed in the manner herein provided relating 
to insolvent banks. The Bank Commissioner may refuse to consider, as a part 
of the legal reserve of any bank chartered under the laws of the State of 
Oklahoma, balances due it from any bank acting as a reserve agent for said 
bank, which shall refuse to give said Bank Commissioner information in regard 
to its condition, and said Bank Commissioner may revoke his approval of any 
bank to act as a reserve agent for any bank doing business under this act upon 
refusal of such information. Provided, further, that in cases where officers, 
directors or stockholders of an approved depository bank own stock in other 
banks, coming under the provisions of this Act, then in such cases the Banking 
Board and Bank Commissioner shall have authority to limit the amount of funds 
that may be deposited by any such bank with any such depository bank.” 


§ 110. Unlimited loans covered by guaranties, commitments or agreements of 
Federal Reserve Bank, the United States, its departments, etc., or cor- 
porations owned by United States 


“Every bank doing business under the laws of this State may make loans 
without regard to any limitation based upon capital and surplus to the extent 
that such obligations are secured or covered by guaranties, or by commitments 
or agreements to take over or purchase, made by any Federal Reserve bank or 
by the United States, or any department, bureau, board, commission, or estab- 
lishment of the United States, including any corporation wholly owned directly 
or indirectly by the United States: Provided, That such guaranties, agreements 
or commitments are unconditional and must be performed by payment of cash or 
its equivalent within sixty (60) days after demand; provided, further, that 
nothing in this Section shall be deemed to authorize the inclusion of such obliga- 
tions as any part of the reserves which any such banking institution is required 
to maintain.” 


§ 134. Reserves 


“A compliance on the part of any such bank or trust company with the reserve 
requirements of the Federal Reserve Act shall be held to be a full compliance 
with those provisions of the laws of this State which require Banks or Trust 
Companies to carry or maintain reserve other than such as is required under 
the terms of the Federal Reserve Act.” 


§ 162d. Insolwent, when bank deemed 

“A bank shall be deemed to be insolvent, * * * third, when it shall fail to 
make good its reserve as required by law.” 
§ 352. Subjection to bank laws; supervision; loans and investments 


“The commercial banking and savings department of a trust company estab- 
lished under the provisions of this act shall be subject to all laws of the State of 
38423—59—_—16 
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Oklahoma relating to State Banks and shall be under the supervision of the 
State Banking Board and the Bank Commissioner of the State of Oklahoma, 
and all loans or investments made of the funds in the commercial banking and 
savings department, including * * ** time deposits, of said trust company shall 
be made in conformity with the laws of the State of Oklahoma relating to State 
banks. * * * *” 

OREGON 


~~. 


(5 Oregon Revised Statutes, Title 53, Including 1957 Replacement Parts ) 


§ 708.115. Deposit of reserve funds in approved banks 

“No bank or,trust company shall deposit any of its reserve funds in any other 
bank or trust company, except a Federal Reserve bank, unless such other bank or 
trust company has been approved as a Reserve bank by the Superintendent of 
Banks and by a vote of a majority of the directors of such bank or trust company.” 


§ 708.120. Reserve bank qualifications 


“No bank or trust company shall be approved by the Superintendent of Banks 
as a Reserve bank unless it has an unimpaired paid-up capital and surplus of not 
less than $150,000. Before receiving appointment from the Superintendent of 
Banks, as a Reserve bank, and at any time thereafter, such bank or trust com- 
pany shall furnish to him such information or statements as he may require, and 
shall agree to maintain the reserve prescribed by law at all times. The Super- 
intendent of Banks, in his discretion, may reject an application or cancel any 
such appointment.” 


§ 707.820. Membership in Federal Reserve System 
* * * * , * a * 

“(4) A compliance on the part of any such bank or trust company with the re- 
serve requirements of the Federal Reserve Act is a full compliance with those 
provisions of the laws of this State which require banks or trust companies to 
maintain cash balances in their vaults or with other banks, and no such bank or 
trust company shall be required to carry or maintain reserve other than such as 
is required under the terms of the Federal Reserve Act. * * *” 


§ 708.105. Deficiency in reserve; loans, discounts, investments and profit distri- 
bution prohibited 


“Whenever the reserve of any bank or trust company falls below the amount 
required by law to be maintained, such bank shall not increase its loans and dis- 
counts other than the discounting or purchasing of bills of exchange payable at 
sight or on demand, nor make any investment of its funds or distribution of its 
profits until the reserve required by law is restored.” 

§ 711.405. When bank deemed insolvent 

“A State bank or trust company shall be deemed insolvent when either of the 
following conditions exist : 

“(1) When the sound value of its assets is insufficient to pay its liabilities, 
other than liability on account of capital debentures, capital borrowings or 
sapital stock. In determining the value of its assets, bonds held by any bank 
or trust company shall be valued in accordance with regulations promulgated 
by the Superintendent of Banks. 

“*(2) When it fails to make good its reserve, as required by the Bank Act.” 


§ 708.110. Deficiency in reserve; failure to make good; insolvency proceedings 
“Whenever the reserve of any bank or trust company is found by the Superin- 
tendent of Banks to be less than the amount required by law, the Superintendent 
of Banks shall notify such bank or trust company to make good such reserve. If 
the bank or trust company fails for a period of 30 days to make good the reserve, 


the bank or trust company may be proceeded against as provided in the Bank Act 
for insolvency.” 


§ 708.005. Application of ORS 708.005 to 708.060 


“ORS 708.005 to 708.060 apply to foreign banks doing a general banking busi- 
ness in this state and to banks and trust companies whose deposits are insured, 
in whole or in part, by the Government of the United States or any agency or 


1*The asterisks appearing in the above section conform to the enrolled bill and indicate 
omitted provisions by the 1941 amendment.” 
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instrumentality of the United States by virtue of any Acts of Congress or amend- 
ments thereto. ORS 708.005 to 708.060 do not apply to banks and trust companies 
organized under the laws of this state whose deposit liabilities are not so insured.” 


§ 708.015. Demand and time deposits 


“Demand deposits of any bank or trust company mentioned in ORS 708.005 shall 
comprise all deposits payable upon demand. Time deposits shall comprise all 
savings accounts, time certificates of deposit, postal savings deposits and deposits 
with respect to which there is in force a written contract with the depositor that 
neither ‘the whole nor any part of such deposit may be withdrawn by check, -or 
otherwise, prior to the date of maturity.” 


§ 708.020. Reserve requirements; change by supcrintendent; Federal Reserve 
banks 

“(1) Any bank or trust company mentioned in ORS 708.005 shall have on hand 
at all times, in lawful money of the United States, or on deposit payable on de- 
mand in Reserve banks or trust companies, approved by the Superintendent of 
Banks, an amount equal to 15 percent of the total demand deposits, and five 
percent of the total time deposits. No such bank or trust company shall be re- 
quired to maintain any reserve on deposits of the United States or deposits of 
postal savings funds. Cash items shall not be considered as part of the reserve 
of any such bank or trust company, excepting unpresented checks on other solvent 
banks or trust companies in the same town or city received in the regular course 
of business and payable forthwith. 

“(2) Whenever the Superintendent of Banks, after consulting with and secur- 
ing the approval of the State Banking Board, shall determine that the mainte- 
nance of sound banking practices or the prevention of injurious credit expansion 
or contraction makes such action advisable, he may by general regulations change 
from time to time the requirements as to reserves against demand or time de- 
posits, or both. Such change shall not be operative or effective until reasonable 
notice thereof has been given to all banks and trust companies doing business in 
this state which are not members of the Federal Reserve System. The reserves 
so specified to be maintained by any such change shall not be less than 80 percent 
of the amount of the reserves required by law to be maintained by such bank or 
trust company on February 23, 1935, nor more than twice such requirement. 

“(3) If any bank or trust company mentioned in ORS 708.005 is or becomes 
a member of the Federal Reserve System, it shall comply with the reserve re- 
quirements of the Federal Reserve Act and its amendments. Its compliance 
therewith shall be in lieu of and shall relieve such bank or trust company from 
compliance with the provisions of this section relative to reserves.” 

§ 716.760. Investment of funds 

(1) The directors of every savings bank shall, as soon as practicable, invest 
the moneys deposited with them in the securities prescribed in ORS 716.410 to 
716.530, except that for the purpose of paying withdrawals in excess of receipts, 
and meeting accruing expenses, or for the purpose of awaiting a mere favorable 
opportunity for judicious investment, any such bank must keep on hand, or on 
deposit in any bank or trust company organized under any law of this state, or of 
the United States, or in any foreign bank doing a general banking business 
in this state, approved by the Superintendent of Banks, subject to withdrawal 
upon demand, an available reserve fund of not less than five percent of the 
aggregate amount credited to its depositors but two-fifths of this reserve fund 
may be invested in obligations of the United States or bonds of the State of 
Oregon or any county, school district or other municipal corporation of this 
state, if such obligations or bonds mature within five years from the date of 
purchase. 

““(2) The sum deposited by any savings bank in any one bank or trust company 
Shall not exceed 25 percent of the paid-up capital and surplus of the bank or 
trust company in which the deposit is made, and no more than five percent of 
the aggregate amount credited to the depositors of any savings bank shall be 
deposited in a bank or trust company of which a director of such savings bank 
is a director.” ‘ 


§ 724.150. Cash reserve 


“Corporations under this chapter shall at all times maintain a cash reserve 
equal to five percent of its issued and outstanding investment certificates, exclu- 
Sive of those hypothecated with the corporation issuing them.” 
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PENNSYLVANIA 


(Purdon's Pennsylvania Statutes Annotated, Title 7, With 1957 Cumulative 
Annual Pocket Part) 


§ 819-908. Reserve fund against deposits and demand liabilities 

“A. Except as otherwise provided in this act, every bank, bank and trust com- 
pany, or private bank shall establish and maintain a reserve fund in an amount 
to be fixed, from time to time, by the department with the approval of the Bank- 
ing Board: Provided, however, That such reserve fund shall not be required to 
be established and maintained in an amount exceeding fifteen per centum of the 
total of its demand deposits and demand liabilities, plus seven and one-half per 
centum of its total time deposits, as herein defined. 

“B. Except in the case of a savings bank, the term ‘demand deposits’ shall 
be construed to refer to all deposits, payment of which can legally be required 
on demand, or within any period less than thirty days after demand. 

“The term ‘demand liabilities’ shall be construed to refer to all obligations 
of the institution, other than deposits, payment of which can legally be required 
on demand. 

“Except in the case of a savings bank, the term ‘time deposits’ shall be con- 
strued to refer to all deposits, payment of which cannot legally be required 
within thirty days. 

“CG. Except in the case of a savings bank, the total of such reserve fund may, 
and in the case of the reserve fund against demand deposits and demand liabili- 
ties, at least such amount thereof as may be fixed from time to time by the de 
partment, with the approval of the Banking Board, shall consist of gold bullion, 
gold coin, silver coin, United States gold or silver certificates, notes or bills issued 
by any national banking association or Federal Reserve bank, or any other form 
of currency of the United States, and be kept on hand at the place of business 
of the institution, unpledged, unassigned and unhypothecated. 

“Such amount of such reserve fund as shall be fixed from time to time by the 
department, with the approval of the Banking Board, may consist of bonds or 
other interest-bearing obligations of the United States, the Commonwealth of 
Pennsylvania, or any political subdivision thereof. Such bonds, while being car- 
ried in the reserve fund, shall be computed at their current market value. 
They shall be the absolute property of the institution and shall not be pledged, 
assigned, or hypothecated in any manner whatsoever. 

“Any part of such reserve fund not required to consist of gold bullion, gold 
coin, or any form of currency kept on hand at the place of business of the insti- 
tution, may consist of an actual net balance of moneys on deposit, subject to 
eall without notice, in any reserve agent as hereinbefore defined. 

“PD. Every savings bank shall establish and maintain a reserve fund in an 
amount equal to at least seven and one-half per centum of the total of its 
deposits. 

“fH. In the case of savings banks, the total of such reserve fund may, and at 
least one-third thereof shall, consist of gold bullion, gold coin, silver coin, United 
States gold or silver certificates, notes or bills, issued by any national banking 
association or Federal Reserve bank, or any other form of currency of the 
United States, kept on hand at the place of business of the institution, un- 
pledged, unassigned, and unhypothecated, or an actual net balance of moneys on 
deposit, subject to call without notice, in any Reserve agent, as hereinbefore 
defined, or bonds or other obligations of the United States or of the Common- 
wealth of Pennsylvania: Provided, however, That the investment in such bonds 
or other obligations of the United States or of the Commonwealth of Pennsyl- 
vania shall not at any time exceed one-sixth of the total of the required reserve 
fund. 

“The balance of such reserve fund may consist of bonds or other interest-bear- 
ing obligations of the United States, the Commonwealth of Pennsylvania, or any 
political subdivision thereof. All bonds and other obligations, while being car- 
ried in the reserve fund, shall be computed at their current market value. They 
shall be the absolute property of the institution and shall not be pledged, as- 
signed, or hypothecated in any manner whatsoever. 

“KF. The reserve fund prescribed by this section may be increased or decreased 
by the department, with the approval of the Banking Board. However, the re- 
serve fund shall not at any time be required to be more than double the maxi- 
mum amount provided in clause A hereof, and in the case of savings banks, the 
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amount prescribed in clause D hereof, nor in the case of savings banks shall it 
be decreased to less than the amount prescribed by this section. In the case of 
a savings bank, the additional reserve fund provided for by this paragraph, may 
consist of bonds or other interest-bearing obligations of the United States or of 
the Commonwealth of Pennsylvania. 

“G. The department may, upon written application of a bank, a bank and 
trust company or a private bank, approve a lesser amount of cash reserve than 
that fixed pursuant to the provisions of this section, to be kept on hand at the 
place of business of such institution, but in all other respects any regulation 
issued pursuant to the provisions of this section by the department, with the 
approval of the Banking Board, fixing the amount of the reserve fund to be es- 
tablished and maintained or the component parts thereof, shall apply uniformly 
to all banks, bank and trust companies, private banks and savings banks, as the 
case may be. 

“H. Until six months after the cessation of hostilities in the present war, an 
institution shall not be required to maintain any reserve against deposits pay- 
able to the United States arising solely as the result of subscriptions made by 
or through such institution for the United States Government securities, issued 
under authority of the Second Liberty Bond Act, as amended.” 


§$ 819-906. Deposits with other corporations or persons authorized to receive 
deposits ; reserve agents 

“A. Except as otherwise specifically provided in this act, any institution may 
deposit any of its funds in any other institution, national banking associaton, or 
any corporation or person authorized by law to receive deposits and if situated 
within the United States, subject to the supervision of the banking authorities 
of the United States of the State in which such corporation or person transacts 
business, but an incorporated institution shall not deposit any of its funds in 
such other institution, national banking association, or corporation or person 
unless it has been designated as a depository by a majority of all the members 
of the board of directors or of the board of trustees, as the case may be, of the 
depositing incorporated institution. 

“B. An institution shall not have on deposit at any one time with any other 
institution, national banking association, or other corporation or person an 
amount in excess of ten per centum of the unimpaired capital plus ten per cen- 
tum of the unimpaired surplus of the depositing institution, if a bank, a bank 
and trust company, or a trust company, or an amount in excess of ten per cen- 
tum of its unimpaired surplus if a savings bank, or an amount in excess of ten 
per centum of its net worth if a private bank, unless such other institution, na- 
tional banking association, or other corporation or person has been duly ap- 
proved for this purpose by the department. 

“C. A director of a bank, a bank and trust company, or a trust company, or a 
trustee of a savings bank, shall not have a vote in designating as a depository 
any institution, national banking association, or other corporation or person 
which he is an officer or director, or if the proposed depository is a private bank, 
of which he is one of the owners, or if it is an incorporated institution, a na- 
tional banking association, or any other corporation, of which he owns five per 
centum or more of the shares of its capital. 

“DPD. A reserve agent of an institution, for the purposes of this act, shall be 
any institution, national banking association, or corporation or person desig- 
nated as a depository of such institution in the manner provided by this act, 
and approved by the department as a depository for any moneys of such institu- 
tion which are part of the reserve fund against deposits and demand liabilities, 
as defined herein, which is required by this act to be established and maintained 
by such institution.” 

§ 819-909. Deficiency in reserve fund; notice to department; penalty 

“A. Except as otherwise specifically provided in this act, if the reserve fund 
of an institution shall be less than the amount required by this article, such in- 
stitution shall not grant any new loan, or declare or pay any dividends, until 
the reserve fund required by this act shall have been restored in full. 

“B. Every institution shall give immediate written notice to the department, 
in the manner prescribed by the department for such notice, whenever its total 
reserve fund. has been deficient for five consecutive business days or for a total 
of ten business days during any thirty-day period. 





234 MEMBER BANK RESERVE REQUIREMENTS 


“GC. Any institution which fails to give the notice required by this section 
shall pay to the department a penalty of fifty dollars for each day that it does 
not do so after the time fixed by this section for the giving of such notice, but 
the department may, in its discretion, relieve any institution from the payment 
of such penalty, in whole or in part, if good cause be shown to it for the failure 
of such institution to give such notice. If an institution fails to pay a penalty 
from which it has not been thus relieved, the department may, through the De- 
partment of Justice, maintain an action at law to recover it.” 

§ 819-910. Maintenance of reserve fund by Federal Reserve members 

“An institutian which, upon the effective date of this act, is a member of 
a Federal Reserve bank, or an institution which, after the effective date of this 
act, shall become a member of a Federal Reserve bank, in the manner provided 
by this act, shall comply with the requirements of the Federal Reserve Act, 
its amendments and supplements, for the establishment and maintenance of a 
reserve fund. Compliance therewith and with the regulations of the Federal 
Reserve Board by such institution shall relieve such institution from com- 
pliance with the requirements established by this act for the creation and 
maintenance of a reserve fund, but it shall, in accordance with the provisions 
of this act concerning notice after a deficiency in reserves, give written notice 
to the department whenever its total reserve fund has, for a period of five 
consecutive business days or for a total of ten business days during any thirty- 
day period, been below the minimum required by the Federal Reserve Act, its 
amendments and supplements, and shall be subject to the penalty for failure to 
give such notice provided by this act.” 


§ 819-701. Declaration and payment of cash and share dividends 


“A. Except as otherwise provided in this act, and subject to any restrictions 
contained in the articles of incorporation, any bank, any bank and trust com- 
pany, or any trust company, by its board of directors, may declare and pay 
dividends upon its outstanding shares, out of its undivided profits, as herein- 
after provided, from time to time and to such extent as the board of directors 
may deem advisable. A dividend shall not be declared or paid, unless, at the 
opening of business upon the day such dividend is declared, the reserve fund, 
required by this act, and the capital and surplus of the bank, the bank and 
trust company, or the trust company would despite such dividend be unim- 
paired. * * *” 


RuHopE ISLAND 


(4 General Laws of Rhode Island, 1956, Title 19, with 1958 Pocket Supplement) 


§ 19-7-1. Reserve against deposits other, than savings or participation main- 
tained by banks not federally affiliated 

“Every bank and every trust company within this State, other than a bank 
or trust company which is a member of the Federal Reserve System, shall 
maintain a reserve fund of fifteen percent (15%) of its aggregate deposits, 
other than deposits in the savings or participation department of such bank or 
trust company, which shall consist wholly of cash in hand or balances with 
reserve agents as hereinafter set forth. Of this reserve fund not less than two- 
fifths shall consist of gold and silver coin, gold certificates, the demand obliga- 
tions of the United States, silver certificates, and/or notes and bills issued by 
any federal reserve bank, and be held by such bank or trust company in its 
vaults, and the remainder of such reserve fund may consist of balance subject 
to demand draft with reserve agents, as defined in this chapter.” 


§ 19-7-5. Guaranty funds of savings banks 


“Every savings bank shall on the first day of February, in each year, reserve 
as a guaranty fund, from the net profits which have accumulated during the 
twelve (12) months last preceding, not less than one-eighth (44) nor more 
than one-fourth of one percent (%4,%) of the whole amount of deposits, until 
such fund amounts to five percent (5%) of the whole amount of deposits, which 
fund shall be thereafter maintained and held to meet losses in its business from 
depreciation of its securities, or otherwise.” 


§ 19-7-4. Reserve against deposits in savings or participation department 


“Every bank and every trust company within this State, whether or not a 
member of the Federal Reserve System, shall maintain against the deposits 
in the savings or participation department of such bank or trust company a 
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reserve fund of the amount and in the manner required to be maintained by 
savings banks under the provisions of § 19-7—5, and shall also be subject to the 
regulations and liabilities with regard thereto.” 
§ 19-7-6. Authorized reserve agents 

“Reserve agents, within the meaning of this chapter, shall only include banks, 
national banking associations, or trust companies in, and members of the clear- 
ing house association of, the city of Providence, and national banking associa- 
tions, Federal Reserve banks, and banks or trust companies incorporated by the 
State in which they are located, which are located in the cities of New York, 
Boston, Philadelphia, Chicago, and Albany, and which are approved by the 
director of business regulation, and which are members of the Federal Reserve 
System, or which maintain the reserve required by the Federal Reserve Act 
in the manner provided by said act for the cities named; Provided, however, 
That any bank, national banking association, or trust company located and 
doing business in the city of Providence, and a member of the clearing house 
association in said city, and which maintains a reserve of the amount and in 
the manner required by §§ 19-7-1 to 19-74, inclusive, to be maintained by 
banks and trust companies, may be a reserve agent for all banks and trust 
companies located and doing business in any city or town in this state other 
than the city of Providence.” 


§ 19-7-.). Reserve requirements of Federal Reserve System 

“Every bank and every trust company within this State which is a member 
of the Federal Reserve System shall maintain such reserves as are required by 
the provisions with respect to reserve funds and reserve balances contained in 
the Federal Reserve Act, so-called, as from time to time amended, and in the 


rules, regulations, orders and rulings from time to time in force of the Board 
of Governors of the Federal Reserve System. 


§ 19-7-2. Failure to maintain required reserve 


“Whenever the reserve fund of any such bank or trust company shall be 
below said fifteen percent (15%) such bank or trust company shall not make 
any loan or discounts, otherwise than by discounting or purchasing bills of 
exchange payable at sight, or make any dividends of its profits, until its reserve 
fund is restored to the required fifteen percent (15%). The director of business 
regulation shall notify any such bank or trust company whose reserve fund is 
below said fifteen percent (15%), and if such bank or trust company shall fail, 
for thirty (30) days thereafter, to make good such reserve fund, the director of 
business regulation, with the consent in writing of at least one (1) other member 
of the board of bank incorporation, may apply for the appointment of a receiver 
to wind up its business.” 


SoutH CAROLINA 
1 Code of Laws of South Carolina, 1952, Title 8 
(With 1958 Cumulative Supplement) 


§ 8-51. Definition applicable to title 


“The State Board of Bank Control is sometimes hereinafter referred to in this 
title as ‘the Board.’ 

“Except when otherwise specifically provided the term ‘bank’ as used in this 
title shall be construed to include cash depositories and all institutions doing 
any kind of banking business and the term ‘building and loan association’ as 
used in this title shall be construed to include all institutions doing any kind of 
building and loan business.” 


§ 8-154. Earnings set aside for surplus; reserve against deposit 


“Every bank or banking institution shall set aside to its surplus account not 
less than one-tenth of its annual net earnings each year until its surplus shall 
be equal to at least twenty-five percent of its capital stock. It shall also retain 
and maintain at all times, either in cash or as cash in banks, three percent of its 
Ume deposits and seven percent of its checking deposits. Cash items of longer 
Standing than ten days may not constitute a part of such reserve to be so set 


aside. The State Board of Bank Control shall enforce the provisions of this 
Section.” 
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SoutH DAKOTA 
(1 South Dakota Code, 1939, Title 6, Through 1957 Session Laws) 


§ 6.0412 Deposits: defintion; similar transcations included 


“The word ‘deposit’ or ‘deposits’ shall be construed to include ‘deposits sub- 
ject to check’, ‘dividends unpaid’, ‘savings deposits’, ‘special deposits’, ‘trust 
deposist’, ‘certified checks’, ‘cashier’s checks’, ‘due to other banks’ except ‘over- 
drafts on correspondents’, ‘demand certificates of deposit’, ‘time certificates of 
deposit’, and ‘collections made but not remitted’; and when any bank has 
borrowed: money on its bills payable, pursuant to a contract which grants per- 
mission to*the loaning bank to appropriate and to apply any credit balance 
which the books of the loaning bank show to be dtie or owing to the borrowing 
bank, to be credited on such bills payable without regard to the date of maturity 
thereof, the money received on such bills payable by such borrowing banks shall 
be deemed ‘deposits.’ ” 


§ 6.0427 Reserve required: amount specified ; part invested in securities ; limita- 
tions; cash items deducted; certain business prohibited when reserve de- 
ficient ; superintendent enforces reserve requirements 

“Every bank shall keep on hand at all times at least seventeen and one-half 
percent of its total deposits; such portions of which, as the board of directors 
may determine, may be on deposit in banks approved by the Superintendent as 

Reserve banks; provided that there shall not be included in such total any 

portion of the deposits of the United States or any department thereof, or of the 

State, any county, or municipality, which are secured by assets lawfully pledged 

by the bank for that purpose. Provided further, That sixty per cent of such 

required reserve may be invested in the following securities, to wit: United 

States bonds, United States certificates of indebtedness, United States Treasury 

certificates, or any other evidence of indebtedness or obligation of the United 

States Government owned by the bank and not hypothecated, and may show 

the same in its published report as part of ‘Cash on hand and due from banks and 

United States securities.” Cash items shall not be included as a part of the 

reserve of any bank, and any overdraft on correspondents which may exist shall 

be deducted from the total amount of ‘Cash and due from banks and United 

States securities’ before the reserve percentage shall be computed. 

“Whenever the reserve of any bank shall fall below the legal amount re- 
quired, such bank shall not increase its loans or discounts otherwise than by 
discontinuing or purchasing bills of exchange payable at sight or on demand. 

““The Superintendent shall notify any banks whose reserve may be below 
the legal amount to make good such reserve; and in case the bank fails within 
thirty days thereafter to make good ‘such deficiency, the Superintendent may 
take charge of and liquidate the affairs of such bank.” 


TEN NESSEE 
(8 Tennessee Code Annotated, Title 45, With 1958 Cumulative Supplement) 


§ 45-223. Reserve of cash and demand balances due from banks shall not fall 
below ten per cent of deposits 
“No bank, firm, person, or corporation doing a banking business shall reduce, 
or be allowed to reduce the cash of the bank on hand below ten per cent (10%) 
of demand deposits; and three per cent (3%) of all time and saving deposits; 
provided, that said reserve may consist of the balance due by banks and bankers 
to said bank when payable on demand.” 
§ 45-224. When money reserve falls below minimum, no loans or dividends shall 
be made till reserve is restored 
“Whenever the money reserve shall fall below the amount above required, 
such bank shall not increase its liabilities by making any new loans or dis- 
counts, otherwise than by discounting or purchasing bills of exchange payable 
at sight, nor make any dividends of its profits until the required reserve has 
been restored.” 


§ 45-225. Superintendent shall require money reserve to ge restored, and, for 
failure, may take charge 

“The superintendent of banks shall require any bank or banker whose money 

reserve shall fall below the amount required by this chapter to restore and 
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make good the same within thirty (80) days after such notice by the super- 
intendent, and upon failure so to do, the superintendent may take charge of 
any such bank or banker and proceed as provided in §§ 45—-901—45—906.” 
§ 45-304. Required to maintain specified cash reserve 

“A compliance on the part of any such bank or trust company with the re- 
serve requirements of the Federal Reserve Act shall be held to be a full com- 
pliance with those provisions of the laws of this state which require banks 
or trust companies to maintain cash balances in their vaults or with other 
banks, and no such bank or trust company shall be required to carry or main- 
tain reserve other than such as is required under the terms of the Federal 
Reserve Act.” 

TEXxAS 


1 Vernon’s Texas Civil Statutes, Annotated, Title 16 (With 1958 Cumulative 
Annual Pocket Part) 


§ 342-606. Cash reserve; reserve depositaries; amount carried 

“Every state bank having a capital stock of less than Twenty-five Thousand 
Dollars ($25,000) capital shall at all times maintain a cash reserve of not less 
than twenty percent (20%) of the aggregate amount of its demand deposits 
and five percent (5%) of all other deposits, and every state bank having a 
capital of Twenty-five Thousand Dollars ($25,000) or more shall maintain a 
cash reserve of not less than fifteen percent (15%) of its aggregate demand 
deposits and five percent (5%) of all other deposits, provided that any member 
of the Federal Reserve System which maintains the reserves required by that 
System shall not be deemed to have violated the provisions of this article. 
Such cash reserve shall be kept in the Vaults of the bank or on deposit with 
Federal Reserve banks or banks incorporated by any State or the United States 
with not less than Fifty Thousand Dollars ($50,000) capital approved as re- 
serve depositaries by the Commissioner. No State bank shall deposit an amount 
in excess of twenty percent (20%) of its capital, certified surplus and deposits 
in any one reserve depositary.” 

UTaH 


(1 Utah code annotated, 1953, with 1957 pocket supplement) 


§ 7-3-33. Cash reserve required ; commercial banks. 

“Every commercial bank shall at all times carry in cash or its equivalent a 
money reserve in an amount equal to fifteen percent of the aggregate of its 
deposits and demand liabilities; Provided, That in cities having a population 
of 50,000 or more a money reserve of not less than twenty percent shall be main- 
tained. Not less than one-eight of such money reserve shall consist of lawful 
money of the United States on hand and the remainder may be in credits in 
solvent banks other than savings banks.” 


§ 7-3-34. Cash reserves required ; savings banks 

“Every savings bank shall at all times carry in cash or its equivalent a money 
reserve in an amount equal to five percent of its deposit liabilities, of which at 
least one-fourth must be in lawful money of the United States, and the remainder 
may be in credits in solvent banks other than savings banks.” 


§ 7-3-35. Cash reserves required; banks having both commercial and savings 
departments 


very bank having both commercial and savings departments shall main- 
“Every bank 1 bot 1 1 1 t ts shall 


tain a money reserve for each department as provided in the two preceding 
sections.” 


§ 7-3-36. Right to change requirements as to reserve 

“Whenever the State bank commissioner, after consulting with the state 
depository board, and with the approval of said board, shall determine that the 
maintenance of sound banking practices or the prevention of injurious credit 
expansion or contraction makes such action advisable, he may by general 
regulations, change from time to time the requirements as to reserves against 
demand or time deposits or both in banking institutions doing business in this 
state which are not members of the Federal Reserve System. The reserves 
so specified shall be not less than those required by sections 7-3-33, 7-3-34 and 
7-3-35, nor more than twice those so required.” 
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§ 7-38-37. Failure to maintain reserve 


“If the money reserve of any bank shall fall below the amount required by 
law, such bank shall not increase its loans or investments until its money 
reserve has been restored, but may discount bills of exchange payable at sight. 
The bank commissioner shall notify any bank whose money reserve shall be 
below the amount required to make good such reserve, and, if it shall fail for 
thirty days thereafter to make good such reserve, such bank may be deemed 
insolvent and may be proceeded against under the provisions of this title.” 

































§ 7-33-38. Reserve requirements of members of Federal Reserve System 

“Any bank which shall become a member of the Federal Reserve System shall 
comply with .the reserve requirements of the Federal Reserve Act and its 
amendments, and the compliance of such bank therewith sh-! ‘ye in lieu of and 
shall relieve such bank from compliance with the provisions oi the laws of this 
State relating to the maintenance of reserves.” 
§ 7-8-4. Reserve required 


“Every such corporation shall at all times maintain and have on hand a 
reserve in an amount equal to five percent of its liabilities on outstanding 
certificates.” 

VERMONT 


(2 Vermont Statutes Annotated, 1958, Title 8) 


§ 451. Definitions 


“The words hereinafter quoted, as used in this chapter, shall be construed 
as follows: 

“*Bank’ shall refer to and include savings banks, savings institutions and 
savings banks and trust companies, commonly known as trust companies ; ‘savings 
bank’ shall refer to and include savings banks and savings institutions having 
no capital stock ; ‘trust company’ shall refer to and include any bank incorporated 
under the laws of this state, having a capital stock; ‘trustee’ shall apply to 
and include director; and ‘treasurer’ shall apply to and include cashier or other 
officer having like duties.” ; 





§ 981. Deposit reserves 


“Every bank shall carry at all times as a reserve fifteen percent of its com- 
mercial deposits and three percent of its savings deposits, and new loans shall 
not be made when a bank’s reserve-is not in accord with the requirements of 
sections 981 and 982 of this title. No deposit payable to the United States by 
any bank arising solely as.a result of subscriptions made by or through such 
bank for United States Government securities issued under authority of the 
Second Liberty Bond Act, as amended, shall be subject to the reserve require- 
ments of this section.” 







§ 982. Cash reserves 











“Not less than two-fifths of such reserve shall be in cash on hand or in bal- 
ances payable on demand in banks and national banking associations in which 
banks of this State are authorized by law to make deposits, or in direct obliga- 
tions of the United States, maturing in one year or less. However, at least one- 
half of such balances shall be in a bank not occupying the same banking room. 
Three-fifths of such reserve may be in the direct obligations of the United States 
or in obligations, the principal and interest of which are guaranteed by the 
United States. However, one-third of such three-fifths may be in obligations of 
the State of Vermont. With the written approval of the banking advisory board, 
the commissioner may increase the reserves required in sections 981 and 982 
of this title to an amount not to exceed thirty percent on demand deposits and 
eight percent on time deposits. With the written approval of he banking ad- 
visory board, the commissioner may decrease the reserves required by sections 
981 and 982 of this title in an amount not to be lower than nine percent on 
demand deposit and two percent on savings deposits. In the event that the 


commissioner acts to increase such reserves, no part of such increase must be 
in cash.” 













§ 554. Reserve requirements of member banks 


“A compliance on the part of any such bank or trust company with the 
reserve requirements of the Federal Reserve Act shall be held to be a full com- 
pliance with those provisions of the laws of this State which require banks or 
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trust companies to maintain cash balances in their vaults or with other banks, 
and no such bank or trust company shall be required to carry or maintain reserve 
other than such as is required under the terms of the Federal Reserve Act.” 


VIRGINIA 
(1 Code of Virginia, 1950, Title 6, With 1958 Cumulative Supplement) 


$6.6. Meaning of “bank” in this chapter 


“The word ‘bank’, wherever it shall appear in this chapter shall include banks 
of deposit and discount, savings banks, savings societies, savings institutions 
and trust companies now chartered, or which may hereafter be chartered, and 
any other corporations now chartered to receive deposits or to do any banking 
business or trust business, and all persons, firms and associations receiving de- 
posits, or doing any banking business or trust business.” 


§ 6-7. Banks subject to the provisions of this chapter 

“The provisions of this chapter shall apply to and govern all chartered banks, 
including banks of deposit and discount, savings institutions, saving societies 
and trust companies, and any other person, firm or association receiving de- 
posits or doing a banking business or trust business and any other corporation 
authorized to receive deposits or to do any branch of the banking business or 
trust business except banks organized under the banking laws of the United 
States. Such last-mentioned banks are, however, expressly included within the 
provisions of this chapter, touching the course and conduct of the banking busi- 
ness or trust business and in so far generally as this State has the right to enact 
legislation in regard to such banks.” 
§ 6-52. Use of deposits and other funds ; reserves 

“Every bank shall have power to use money it may reeeive on deposit, and its 
other funds, in the manner prescribed in §§ 6-23 and 6-51. But every such bank 
shall at all times maintain a reserve of at least ten per centum of its demand 
deposits and of at least three per centum of its time deposits. Such reserve shall 
consist of actual cash on hand and balances payable on demand, due from other 
approved solvent banks. The term ‘demand deposits’ shall mean all deposits 
the payment of which can be legally required under thirty days. The term ‘time 
deposit’ shall mean all deposits the payment of which cannot be legally required 
in less than thirty days and represented by a certificate of deposit which so 
states or by a passbook issued to the customer in which the notice required for 
withdrawal is printed, written or stamped in such passbook: Provided, however, 
That when any bank has become a member of the Federal Reserve Bank System 
it Shall be required to comply with the reserve requirements of the Federal Re- 
serve Act.” 

Industrial loan associations—The laws on this subject do not impose a re- 
serve requirement. 

WASHINGTON 


(3 Revised Code of Washington, Title 30, With 1957 Replacement Parts) 
§ 30.04.090. Minimum available funds required ; exception 


“Every bank and trust company shall have on hand at all times in available 
funds, not less than six percent of its savings account deposits and not less than 
fifteen percent of all of its other deposits and one hundred percent of its unin- 
vested trust funds; such sums may consist of balances due it from such banks 
or trust companies as the supervisor may approve, and actual cash or checks 
on solvent banks located in the same city. This section shall not apply to a 
corporation which is a member of the Federal Reserve banking system and duly 
complies with all of the reserve and other requirements of that system.” 


§ 30.04.250. Deposits in other banks 


“A bank or trust company shall not deposit any of its funds in another bank 
or trust company, except a Federal Reserve bank, unless such other bank or 
trust company shall have been appointed a depositary for its funds by vote of 
a majority of the directors of the depositing bank.” 


§ 30.04.040. Review of rules and regulations ; appeal 


“Any bank or trust company may, within thirty days after a rule or regu- 
lation has been served upon it, apply to the superior court of Thurston county 
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for a writ of review to test its reasonableness or lawfulness. In every such 
hearing the burden shall be upon the corporation to establish the rule or regu- 
lation to be unreasonable or unlawful. Appeal may be taken to the supreme 
court as in other sections. * * *” 


§ 30.32.010. Membership in Federal Reserve System; investment in stock of Fed- 
eral Deposit Insurance Corporation 


“Any bank, trust company or mutual savings bank may become a member of 
the Federal Reserve System of the United States and to that end may comply 
with all laws of the United States and all rules, regulations and requirements 
promulgated pursuant thereto, including the investment of its funds in the 
stock of 2 Federal Reserve bank; and any bank, trust company or mutual sav- 
ings bank, whether a member of the Federal Reserve System or not, may invest 
its funds in the stock of the Federal Deposit Insurance Corporation created by 
the act of Congress approved June 16, 1933, and may participate in the insurance 
of bank deposits and obligate itself for the cost of such participation by assess- 
ments or otherwise in accordance with the laws of the United States.” 


§ 30.32.040. Federal home loan bank as depositary 


“Any such bank, trust company, insurance company or association, may desig- 
nate a Federal home loan bank as a depositary for its funds. 


§ 30.04.100. Loans restricted by available funds 


“No loan shall be made by a bank or trust company unless it has on hand 
more than the minimum of available funds required by law, and no loan shall 
be made if thereby its available funds be reduced to less than such minimum. 
During a period in which a savings bank is requiring notice of intention to 
withdraw deposits, it shall not make any loan or investment to which it is 
not irrevocably committed.” 


§ 30.04.110. Limit of loans to one person; exceptions 


“The total liability to any bank or trust company of any person for money 
borrowed, including in the liabilities of a firm or association the liabilities of 
the several members thereof, shail not at any time exceed ten percent of the 
capital and surplus of such bank or trust company: but the discount of bills 
of exchange drawn in good faith against actually existing values and the dis- 
count of commercial or business paper of solvent parties, actually owned by 
the person negotiating the same, shall not be considered as money borrowed 
by him: Provided, That loans secured by coilateral security havihg an ascer- 
tained market value of at least fifteen percent more than the amount of the 
loans secured, shall not be limited by this section. 

“Loans or obligations shall not be subject under this section to any limitation 
based upon such capital and surplus to the extent that they are secured or 
covered by guaranties,.or by commitments or agreements to take over or to 
purchase the same, made by any Federal Reserve bank or by the United States 
or any department, bureau, board, commission or establishment of the United 
States, including any corporation wholly owned directly or indirectly hy the 
United States.” 

WEST VIRGINIA 
(2 West Virginia Code of 1955, Annotated, With 1958 Cumulative Supp!ement) 
CHAPTER 


31. CORPORATIONS 





§ 3198. Reserve fund of banking institutions 


tach banking institution operating under the provisions of this chapter 
shall at all times maintain on hand as a reserve, in lawful money of the United 
States of America, an amount equal to at least ten percent of the aggregate 
of all of its deposits which are subject to withdrawal on demand and five 
percent of its time deposits: and whenever such reserve shall fall below said 
percent of such deposits, it shall not increase its liabilities by making any new 
loan until the required proportion between the aggregate amount of sueh de- 
posits and its reserve fund shall be restored. For the purpose of computing 
reserve, all deposits requiring notice of thirty days or more for withdrawal and 
time certificates of deposit, trust funds and Christmas savings. shall be deemed 
time deposits, and all checking accounts, certified checks, cashier’s checks, de- 
mand certificates of deposit and balances due other banks shall be deemed 
demand deposits: Provided, that in lieu of lawful money on hand, four-fifths 
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of such reserve may consist of balances payable on demand from any national 
or state bank doing business in this State, or solvent banking institutions in 
other states: Provided further, That a compliance on the part of any such 
banking institution which is a member of the Federal Reserve System, with 
the reserve requirements of the Federal Reserve Act, shall be held to be a full 
compliance with the provisions hereof, which require banking institutions to 
maintain cash balances in their vaults or with other banks. No such member 
bank shall be required to carry or maintain a reserve other than such as is 
required under the terms of the Federal Reserve Act.” 

§ 3172. Cash reserve 

“Every industrial loan company, under the provisions of this article, shall at 
all times maintain a cash reserve equal to five percent of its issued and out- 
standing evidences or certificates of indebtedness.” 

Nore.—The 1951 amendment deleted the words “and classes of stock, other 
than its voting and controlling stock, exclusive of those hypothecated with the 
corporation issuing them” formerly appearing at the end of the section. 

WISCONSIN 
(1 Wisconsin Statutes, 1957, Title XVII, With 1958 Changes) 
§ 221.27. Cash reserve 

“Every bank shall keep on hand at all times at least 12 percent of its total 
deposits, of which such portion as the board of directors may determine, may 
he on deposit in banks approved by the commissioner of banks as reserve banks ; 
except in the cases of banks which shall be approved by the commissioner as 
reserve banks, which banks shall at all times keep on hand at least 20 percent 
of their total deposits in lawful money or on deposit in banks subject to the 
approval of the commissioner, as reserve banks. Cash items shall not be con- 
sidered as a part of the reserve of any bank. United States Government bonds, 
home owner loan corporation bonds or Federal farm mortgage corporation bonds 
owned by any such bank to an amount not exceeding one-third of the required 
reserve, may be considered as a part of such required reserve; Provided, That 
any bank or trust company incorporated under the laws of this state which is or 
hereafter may become a member of the Federal Reserve Bank System of the 
United States of America shall be required to carry during the period of such 


membership only such cash reserve funds as may be required from time to time 


to be maintained by national bank members of said Federal Reserve Bank 
System.” 


$221.28. Reserve to be kept up 


“Whenever the reserve of any bank shall fall below the amount required 
herein to be kept, such bank shall not increase its loans or discounts otherwise 
than by discounting or purchasing bills of exchange payable at sight or on de- 
mand, and the commissioner of banks shall notify any bank whose reserve may 
be below the amount herein required, to make good such reserve, and in case the 
hank fails, for 30 days thereafter to make good such reserve, the commissioner 
may notify the attorney general and he shall institute proceedings for the ap- 
pointment ef a receiver and to wind up the business of the bank.” 


§ 222.16. Income, how divided, guaranty fund 


“The income or profits of every mutual savings bank after deduction of all 
reasonable expenses and reserves incurred in the management thereof, and the 
amounts reserved for a guaranty fund, shall be divided among the depositors or 
their legal representatives semiannually at the times fixed by its by-laws. Every 
such mutual savings bank shall, before making any semiannual disbursement of 
earnings, reserve as a guaranty fund from the net profits which have accumu- 
lated during the 6 months then next preceding, a sum equal to not less than 1214 
percent of the net earnings, until such guaranty fund amounts to 10 percent of 
the average amount of deposits for the preceding 3 years. If a lesser amount 
Will make the guaranty fund equal to 10 percent of the average amount of 
deposits for the 3 preceding years, such sums shall be allocated to the guaranty 


fund as will maintain said guaranty fund in an amount equivalent to 10 
percent.” 
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§ 222.20. Deposit to be kept on hand 


“Every such mutual savings bank shall keep on hand or on deposit in banks 
approved by the commissioner of banks as reserve banks, at least 5 percent of 
its total deposit.” 


§ 223.01. Trust company banks, capital 


“Trust company banks may be organized pursuant to the provisions of chapter 
221, entitled ‘State Banks,’ and shall be subject to all the provisions, require- 
ments, and liabilities of chapters 220 and 221, so far as applicable, except sec- 
tions 221.29 and 221.52, and except as otherwise hereinafter provided. The capi- 
tal stock of any such corporation shall be fixed and limited by the articles of as- 
sociation, and must be at least $100,000, and not to exceed $5,000,000, except that 
in cities of less than 100,000 inhabitants it may be less than $100,000, but it shall 
not be less than $50,000." 


§ 223.04. Reserve fund 


“Every such corporation shall, at all times, maintain the same cash reserve as 
provided for state banks under section 221.27.” 


WYOMING 


(3 Wyoming Compiled Statutes Annotated, 1945, With 1957 Cumulative Pocket 
Supplement ) 


CHAPTER 35. BANKS AND BANKING 


§ 35-106. State bank defined ; 

“Every bank, banker or corporation in this State doing a banking business 
under the provisions of this Act [§§ 35-101—35-—609], shall be known as a State 
bank ; and any and all reference herein made in this Act to State banks shall apply 
to every individual, firm or corporation doing a banking business under the pro- 
visions of this Act. Any bank or banking association heretofore incorporated in 
Wyoming and now existing and doing a banking business in any city, town, village 
or hamlet of this State, whether the same is an incorporated town or not, is hereby 
declared to be a State bank, subject to all the requirements and having the powers 
of banks organized in accordance with the provisions of this Act or amendments 
thereto.” 

§ 35-144. Powers of State banks 

“Every bank association authorized to carry on the business of banking under 
the provisions of this Act [§§ 35-101—35-609], shall be by its corporate name 
competent to contract, prosecute and defend suits and actions .of every description 
as fully as natural persons; and procéss against such company may be served 
upon its president or cashier, or by leaving a copy thereof at its usual place of 
business during usual business hours. Said banking association shall have 
power to loan money on real and personal securities, buy, sell and discount bills 
of exchange, notes and all other written evidence of debt, except as herein other- 
wise provided; receive notes, buy and sell gold and silver coin and bullion, col- 
lect and pay over money and transact all other business appertaining te banking, 
subject, however, to the provisions and restrictions contained in this Act. Such 
association (every State banking association) shall, at all times, maintain a re 
serve fund of at least twenty [20] per centum of its liabilities to depositors. 
which reserve shall be represented by cash in the vaults or safes of the associa- 
tion, or on deposit subject to call, with national or State banks approved by the 
State examiner as reserve agents; Provided, That no bank or trust company shall 
be required to maintain reserves on deposits of the United States, the State of 
Wyoming or its political subdivisions or deposits of postal savings funds, when 
such deposits are secured by lawful negotiable securities which are assets of such 
bank or trust company, Provided, further, That any State bank that is a member 
of the Federal Reserve System shall be required to keep only such reserve us is 
required by the Federal Reserve Act for national banks.” (Parenthetical ma- 
terial supplied.) 


§ 35-134. Lezns not part of reserves 

“Nothing in this Act [§§ 35-1388—35-135] shall be deemed to authorize the 
inclusion of such obligations as any part of the reserves which any such banking 
institutions is required to maintain.” 

Nore.—Section 35-133 places limitations upon loans to a single borrower or 
upon a single obligation and excepts louns guaranteed by the United States. 
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In reference thereto Section 35-134 provides: ‘‘Nothing in this Act [§$§ 35-133— 
35-135] shall be deemed to authorize the inclusion of such obligations as any 
part of the reserves which any such banking institution is required to maintain.” 
§ 35-145. Depleted reserve 

“Whenever the reserve of any bank shall fall below the amount herein required 
to be maintained, such bank shall not increase its loans and discounts, other than 
the discounting or purchasing of bills of exchange payable at sight or on demand, 
nor make any investments of its funds or dividend of its profits, until the required 
reserve is restored. And the State Examiner shall notify any bank whose 
reserve may be below the amount herein required to make good such reserve; 
and in case such bank fails for thirty [80] days to make good such reserve, such 


bank shall be deemed insolvent and may be proceeded against as provided in this 
Act.” 


§ 35-131. Bank or trust company may operate savings department; Percentage 
of reserves 

“Any bank or trust company organized under the laws of this State may 
operate a savings department in connection therewith: Provided, That every 
bank or trust company which maintains a savings department or solicits or re- 
ceives deposits as savings must retain 10 percent of such deposits as cash reserve 
on hand in said bank or trust company, or due from reserve agents approved 
by the State Examiner.” 


§ 35-301. Loan and trust companies 


“Loan and trust companies may.be organized under the provisions of this 
Act [§§ 35-101—35-—609] in the same manner as banking associations for the 
purpose of transacting a loan and trust business with the general public and 
may exercise all the rights conferred upon other corporations by the general 
laws: Provided, however, That any trust company, loan and trust company, or 
other corporation, (except National Banks) accepting general deposits and 
doing a general banking business, shall be governed by all the provisions of this 
Act [§§ 35-101—35-609] relative to the organization, powers, duties and responsi- 
bilities imposed upon State Banks.” 


§ 35-403. Powers; duties 


“Upon complying with the provisions of this Act [$§ 35-101—35-609] for the 
organization of trust company banks and upon the issuance of the certificate of 
the State Examiner provided in Section 3 [§ 35-103] of this Act, the trust com- 
pany shall become from the date of such certificate, a body corporate, and as 
such in the name designated in the organization certificate, it shall have power: 

* * * * * * * 

“Thirteenth. Such corporations may loan not to exceed 80 percent of its 
deposits in the bonds of this State, or in the bonds of the United States, or in 
the bonds of any city, county, town, irrigation or drainage district bonds, or 
school district bonds in the State legally authorized to issue said bonds, or loan 
the same upon notes or bonds secured by collateral security or by mortgage or 
trust deed upon unincumbered real estate or chattels worth at least double the 
amount loaned and from the remainder of said deposits temporary deposits may 
be made in any national banks, or in any of the banks of this State, which may 
be incorporated under the general banking laws; or they may keep the whole 
or any part of the said remainder to meet the current payments of such banks, 
and which may be kept by them on deposits, interest or otherwise, or in such 
suitable form as the directors may direct. Each trust company bank shall at 
all times hold either in its own keeping or on deposit (subject to call) with 
some national bank, or with other banks organized under general laws, at least 
ten [10] percent of the savings deposit of such bank, and no part of the capital 
deposits, investments or loans shall be divided among the shareholders until all 
the depositors shall be paid in full, and the stock of any trust company bank 


shall not be taken as collateral security for any loan made by the bank issuing 
the stock. * * *” 


§ 835-305. Investment of capital and other money 


“* * * Such association (every State loan and trust company) shall at all 
times, maintain a reserve fund of at least twenty [20] percent of its liabilities to 
depositors, which reserve shall be represented by cash in the vaults or safes of 
the association, or on deposit subject to call, with national or State banks, ap- 
proved by the State Examiner as reserve agents.” (Parenthetical material 
supplied. ) 
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